G OZETLLLL LOLL € 


| 


Library 
of the 


University of Toronto 


HANDBOUND 
AT THE 


ake. 


eS 


UNIVERSITY OF 
TORONTO PRESS 


Digitized by the Internet Archive 
In 2023 with funding from 
University of Toronto 


https://archive.org/details/31/61117123265 


ha i 
Dare War] . | 
i i Wane "eae a 
e ar ' bby 
i ‘Ne i ooh 
ca) De vy . ) ; 
ad } " 
‘* yuk 


, 
7 ah hee ei 
tah | 
i | | 
R . 7 iar: | 

ieee ats ee 


wt 


— Koval Commission 
on 
Banking and Finance 


The Canadian Life Insurance Officers Association. 


Hearings 
held at 


@ttawa 


Wol. Date. 
24 JULY 9 1962 


Official Reporters 
F.HJ. HMethercut and R.FJ.Wou 
Toronto, Ont 


a 
a 


Nethercut & Young a 2333 mi 


Terente, Ontario 


ROYAL COMMISSION ON BANKING 


AND FINANCE 


Hearings held at Ottawa, 
Ontario, on Monday, 
wuly Gh, 1962. 


THE COMMISSION 


The Honourable Dana Harris Porter 
Chief Justice of Ontario 
Toronto, Ontartho - Chairman 


Mr. W. Thomas Brown, M.B.E. 
Investment Dealer 
Vancouver, British Columbia 


Mr. James Douglas Gibson, O.B.E 
Banker 
TOrOnve oO,’ Cnvarle 


Mr. Gordoh lL. Harrold 
Agriculturalist 
Calgary, Alberta 


Mr. “Pawl He Leman 
Corporation Executive 
Montreal, Quebec 


Mr. John C. MacKeen 
Corporation Executive 
Halifax, Nova Scotia 


Dr. W. A. Mackintosh 
Vice-Chancellor 
Queen's University 
Kingston, Ontario 


Mr. H. A. Hampson - secretary 


Mr. Gilles Mercure - Joint Secretary 


pf 7 oa. ae ; ue Bae tay he >. Aas eS 
res ie a % ‘; Ti) ve Ah Uae 
aur rete a et ie ae py ' 


; i Be aaa ae ies 


bi 
ibe 
i 
: 
: 
; ia! a f wee 3). eM : ; \ ms Phe: eee a! 1 Pee ge a 
, / } yas gt es Ae aati ee 
ig ; 2 
i 


, eos ay * 


é at ale me { Wa , eS ; ret aia ‘ “ b fi ge } by ae ety: he cups Bae) iad ‘ a eS, 
: da steer * ] 4 A k , Mae ae, le aie 4 Wy i, ‘a 
xsdt09 ade vel shed ofdanbnolt ae ee 


it ae eho ca RN OF RSG Seal aaa ie teabieraTET T e 
Tol Bente EBON 3 ean _ObEBgHO Sik ans ah ape ie NY ; 


© 


Bi, a WOME ammo? Ww preg BRB MAT he 
 toleed dnomtaovatl: ‘oe mt te 
_pidmuloo. Neggeaa tavwoonsy | Oat 


# a, o Miefete 2d ED aslavod inept ar 
4 Ue is" ac NEAR 8 4 MEE a 
bes" a ty aS. “oben ta: <OdHOTOT Pi Mose ti, | 
er th blowes H ae Hobr0D aM a AD 
Rae bown aoa inke Uh ak 

| Baik yi bid aia 
reas | ei toa ce 

ig Seidl see itt nosso)” 
Ne ha osdsuo Oe idea 


et Me oth J T 


ie ath a 


ta ee ee 1M f 
| eviduosxa noktstodte Nae 
By sivoog hi a gs 


or ji 


oh ; Ww ao §, 


, Pes te serene a! pee 
MAT ‘ noe. i otreda0 ehosepad 
? A ee Dat i “ oo fe AS Pa acy A eae 

a eet Age Pry ern ie ee 


Pc aqastetos2 
Te vise 
“eradexpe2 Inbow = 


ye: ; ove “a ae 
> as a we i 
art 


% » a, Mi 


Nethercut & Young a 23 39 e 


Terente , Ontario 


Ottawa, Ontario, 
Monday, July 9th, 196 


--- At 38.50 A.M. the hearing commenced. 
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SUBMISSION OF THE CANADIAN LIFE 


INSURANCE OFFICERS ASSOCIATION 


APPEARANCES 


tes, oN. TIL OCer | ~ President, The Mutual 
Life Assurance Co. of Canada, 
and President of this 
Association 


Mee. J, 7h. Brycen, - Vice-President and General 

Manager, North American 
Life Assurance Co., and 
Immediate Past President 
of this Association and 
Chairman of its Special 
Committee on Banking and 
Finance 


Mr. G. L. Holmes = President, The Manufacturers 
Life Insurance Co. 


Mr. Ae Ross Poyntgz - President, The Imperial Life 
Assurance Co. of Canada 


Mr. G. T. Westwatver, - Manager for Canada, 
The Standard Life Assurance Co 


Mr. E. R. Alexander - Vice-President, Finance, 
Sun Life Assurance Co. 0 
Canada. © 

Me. A. H. Lemmon - Vice-President and Treasurer, 


The Canada Life Assurancd Co. 


Mr. H. A. Rapsey Financial Vice-President 
The Manufacturers Life 
Insurance Co. 


Me Woo ee oud Yr Olam. - Associate Treasurer, 
Sun Life Assurance Co. o 
Canada. 

Wr i te Crawrord ~ Assistant Treasurer, 


The Canada Life Assurancd Co. 
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Mr.oooJo N. Falkner - Associate Investment Offlicer, 
Prudential Insurance Co.| of 
America. 


Mr ooPonmP Pa tPuck, QC} Managing Director and General 
Counsel, The Canadian Liffe 


Insurance Officers Assoctiatior 
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Mr. James BJ Clinton Investment Department, North 


American Life Assurance Co. 


Mr, Frank GC, Dimoek = Secretary of the Association, 
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THE CHAIRMAN: I call the meeting to order. 
Today we have a submission from the Canadian Life 
Insurance Officers Association. I understand that 
Mr. Rieder will open the discussion. 

IT may say that we have all read with very 
great’ interest. the brief which had been filed with 
us by your Association and it is indeed a very 
comprehensive and illuminating brief. We appreciate 
very much the great amount of work which must have 
been put into its preparation. We are sure it will be 
of very risa assistance to us. 

Now, I will ask Mr. Rieder to begin. If 
any of you gentlemen wish to remain seated while 
addressing the Commission it is quite all right. 

MR. RIEDER: Thank you very much, I will 
take advantage of your kind offer. My name is E. A. 
Rieder, and I am president of the Mutual Life 
Assurance Company of Canada. IT am appearing before 
the Commission this morning as president of the 
Canadian Life Insurance Officers Association, a 
voluntary organization consisting of 100 companies 


in the life insurance business in Canada. The 
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Association provides a forum for the examination 
and consideration of the problems of the procedure 
of the companies, the procedure followed by these 
companies in the past and to make recommendations 
to its member companies which they are free to 
accept or object. 

These 100 companies have in force in Canada 
$50 billion in life insurance representing about: 

99 per cent of the total amount of life insurance 
in force to'Canadians. These amounts cover nine 
million Canadians of every particular status .in 
Canada and include $83billion in investments and 
reinvestments each year amount to approximately 
$1-3/4°bL1L ion. 

My responsibility is to introduce tO you 
the representatives of our Association particularly 
those who have been closely involved in the preparatijon 
of ourosubmission: They are prepared to answer 
the questions which the Commission may ana tO 
direct tous. 

The Chairman of the Special Committee which 
is appointed to prepare the submission and its 
chief architect is Mr. J. T. Bryden, Vice-President 
and General Manager of the North American Life 
Assurance Company. 

We believe our Association has been singular 
fortunate to have Mr.Bryden's knowledge of the 
Canadian financial system available to us. He will 


introduce our submission and. act as our chief spokesman. 
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The names of the members of our special 
committee which was charged with the duty of 
preparing this brief appear in the appendix and 
six of these members are with us this morning plus 
the secretary. 

I would now like to introduce to you my col- 
leagues and in addition to Mr. Bryden who is, by 
the way, the immediate past president of the Life 
Insurance Officers Association, is Mr. G. L. Holmes, 
the president of the Manufacturers Life Insurance 
Company. Will you signify by raising your hands 
as I call your names? 

Mr. A. Foss Poyntz, president, The Imperial 
Life Assurance Company of Canada on my immediate 
left, Mr. G..T. Westwater, manager for Canada of 
the Standard Life Assurance Company in Montreal, 

Mr. A...H. Lemmon; vice-president and treasurer, 
The Canada Life Assurance Company of aokeneue 

Mr. Hugh A. Rapsey, Financial vice-president, The 
Manufacturers Life Insurance Company, Toronto. 

Mr. W. J. McCarthy, Associate Treasurer, Sun Life 
Assurance Company of Canada in Montreal, Mr. E. 

H. Crawford, Assistant Treasurer, The Canada Life 
Assurance Company, Toronto. Mr. J. N. Falkner, 
Associate Investment Officer, The Prudential 
Insurance Company of America, Toronto, Mr. John A. 
Tuck, Q.C., Managing Director and General Counsel, 
The Canadian Life Insurance Officers Association. 


In addition we have here Mr. James B. Clinton 
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of the Investment Department of the North American 
Life in Toronto and Mr. Frank C. Dimock, Secretary 
of the Association. Both of these latter two had 
the responsibility for the physical preparation of 
the Submission. 

Before Mr. Bryden takes over, may I say 
how welcome the deliberations of this Commission 
have been to our industry, particularly in view 
of the Stresses and strains which have become 
apparent in Canadian financial affairs during the 
last few years. The life insurance industry 
has always been an important factor in the Canadian 
financial system, and we are vitally concerned with 
that system's health and efficiency. AS an 
Association we have been happy to provide you with 
information about our industry and its activities 
Which will assist you in your most important task. 

Now, the information provided in ie ae: 
mission deals primarily with the federally registere 
life insurance companies but includes information 
On the provincially chartered companies wherever 
available, but does not include the fraternal benefit 
societies. 

Our brief has bean arranged into five main 
sections plus an introductory page and a summary 
section on blue paper. 

The first is a general prescription of the 
life insurance business, the second section is a 


more detailed description of the business from the 
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standpoint of savings, the third section is an even 
more intensive description of the investment operation, 
section four is a ccnsolidation of the Association 
companies! views on fiscal and monetary policy and 
finally, the Associations companies' views on the 
organization of the capital market in Canada. 

Now, I would like to turn this introduction 
over to Mr. Bryden who will make the main presentation. 
THE CHAIRMAN: Thank you, Mr. Rieder. 

MR. BRYDEN: Mr. Chairman, this brief was file 
with the Commission in June and since it has received 
your attention, nothing would be gained by reading all 
or really any part of it at this time. In its. pre- 
paration we have tried to bear in mind the Commission's 
frame of reference, and the rather exhaustive list 
of questions or subjects indicating aouasformyéér 
special interests which were received from your staff. 
We have tried in this submission to indicate who we 
are, what we do, why we do what we do and what we think 
about some aspects of fiscal and monetary policy and 
also the operations of the capital market. 

In summary we suggest first of all that 
the Commission might consider whether the prohibitions 
in the insurance acts against the investing of life 
insurance funds in the shares of another life company 
may not have militated against the retention of owner- 
Ship of Canadian life insurance companies in Zanada. 
We suggest that the Commission may wish to 


consider, in the context of the capital market generall 
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the existing limits and the present standards for 
the year-end valuation of assets that are contained 
in the present legislation. 

We suggest that the Commission might consider, 
in the light of the continuing supervision to which 
the life insurance companies are subjected, whether 
uninsured pension plans and investment vehicles through 
which individual accumulation under "registered re- 
tirement savings plans" should not be the subject 
of supervision of similar character and purpose. 

We also observe that the services of the so- 
called bond jobber or the formation of a bond exchange 
would not, at this time, be particularly useful, in 
our opinion. 

We observe that to the extent that municipal 
governments cannot borrow directly, some form or 
pooling arrangement through provincial sponsorship 
may be the only effective way of adding the additional 
credit to allow access to the capital market. 

We observe that privately financed development 
corporations participated in by large groups of 
investors might be a practical way of surmounting 
the difficulties involved in financing new and high 
risk companies. 

We also observe that if it were deemed desirabl 
to supply N.H.A. mortgage insurance to existing houses, 
the loan should be limited to a bona fide purchaser 
of a single house who intends to reside in it and the 
loan limited to, say, 80 per cent of a lending value 


and subject to an amortization period that recognizes 
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fully the age of the house, its location and remaining 
economic’ 1ire. | 

Then, in the brief, we express our belief 
that there is the highest need for the continuous 
coordination of monetary, fiscal, debt management 
and exchange policies and state that no one policy, 
and particularly monetary policy, can in the long 
run make up for shortcomings 4 Other policies. 

We express our belief that government must 
accept ultimate responsibility for monetary policy, 
but that the Bank of Canada should be accorded wide 
latitude in initiation and implementation until such 
time as the views of government and bank management 
cannot be’ reconciled’ 

We express our belief that the Bank of Canada 
Should carry out its monetary policy through varying 
the money supply and thus influencing interest rates 
and-liguidity.*-To the extent that distortions faaees: 
from time to time and correctives are deemed necessary 
such problems should be treated by government through 
temporary regulations rather than by attempting to 
bring non-bank financial intermediaries under some 
Pein of continuing relationship with the central bank. 
We believe, however, that in peace time at least, 
such- direct controls should be- considered only asa 
last resort. We express our belief that the Bank of 
Canada should give the fullest possible explanation 
of what it has done, Should keep its emerging views 


and intent constantly before its Minister, but other 
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than that should be able to carry on its operations 
in reasonable anorymity. 

We express the belief that any restrictions 
whereby life insurance: companies would be required 
to invest a certain portion of their assets in any 
particular category of investment would not be in 
the best interest of either policyholders or .the 
nation. Such restrictions would tend to: lower 
arbitrarily the investment returns of those particular 
savers. 

We express our belief that reasonable price 
Stability along with a high level of employment and 
income should be the two major objectives of public 
pohicy* Just as combatting recession requires the use 
of a broad arsenal of weapons, so combatting inflation 
requires an equally broad attack not only on the 
monetary front but in fiscal matters and» in economic 
policy generally. 

We express opposition to proposals for the 
addition of the government operated compulsory pension 
plan providing graduated benefits on top of our 
present Old Age Security Plan. The -use of existing 
pension facilities, subject possibly to minimum 
requirements of portability and benefit level, would 
continue to accumulate pools of private savings for 
investment through the capital market. 

Now, Mr. Chairman, we have so organized 
ourselves that certain members of our delegation have 
more intimate knowledge of certain phases of our 


presentation and if I may, I should like from time to 
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time to direct your questions to one or more of my 
associates or ask them to supplement answers already 
given. 

We Shall be most happy to try to answer 
any questions that arise as a result of the brief 
we have submitted. 

THE CHATRMAN: Thank you, Mr. Bryden. 
COMMISSIONER GIBSON: Mr. Chairman and 
sentlemen, I would like to ask you a few open questions 
about the structure of the life iHeTe ios industry 
and I would like to make a general comment as well 

Which comes up in this context. 

Studying your brief indicates pretty clearly 
that the practicesas between one company and another 
are by no means the same, investment practices, for 
example. That being the case and Since our greatest 
interest is in finding out how you find market 
inf luenceiand snow you fit into the financial system 

knowing . 
we would very much appreciate /whether, when you speak, 
you are speaking from your own particular experience 
So we can get a clear reason as to why it is done in 
Chis way and how you respond in different circumstances} 
in other words, as you have pointed out yourselves 
in the brief, in a number of places the practices are 
quite different in some respect, and where they are 
we would like to know as much as we can about why they 
are and how the response occurs. To. Ustare Soutyiag 
would like to ask you a few questions about the nature 
and stru@BbureoorTthe industry. bector vinstanceyi\you 


cover in your brief the federally chartered and 


oy) 


ra eee. 
, : ‘ ; a, si } ‘ 
Nit * To eetomt 10 eno 09) en0tIc018 Ho 


ebeorls erowans tnomelqque ot node es 10 segetes 


i ‘ h , ih Ny ‘tus 
ake + .nevi 


" 


“owaris oF yard ot yaqsd deom ed. fiede we an ror A 


Lay , telsd utd to divest 8 as Sets Shige Geta wometee + 
Me |  »peddindué. eved ew | 
Pp. > 

al a: -voayad .¢M .yoy NasdT <WAMATAHO SHT 


bas asmrish® .cM <WOeaio AMMOTecrMMOo 
anoitesup asqo wet s voy las od sail bluow I ,nemelinsa 


yvrdeuboat eorsuvent elit edd to syudouide edd guods 


Fito. set [lew es taemmoo Isxenog s onem ot owt Bivow I bas si 
a | : a 
ms as Wee a 
he stxeotnoo eind afqu @oneo Aoinw 
hy lay ne a 
i. vinselo ydteta estsotbat tefrd twoy anitybede ss 
; a Me r oe , + ‘a L a 
Day gerdons bine yvnsgmoo sno neewied asesoidosrq end ded? bs 
NY : Het 
Ak . Tot ..gsottosyg. tremtasvnt mse eng anssm on yd sts | 
au aie ® tn ue » | , OL 
ugh taetsste ao seate bois ce89. Sad aated seit .slqmsxs — el 
Bat: : i | r 
er A ea: | ah | | i 
Be ‘genwen Soakt poy wor two aatbatt nf-el cestedmt | 
4" 5. ; . i i 
neteyea I[stonsntt edd otat FEIT voy wod Bas sonsultat +, 
| ac twocn lot 
Nseqa voy senw coddonw\odstoss raqe doum yrev blyow ow om 
a d, | 3 i Raat ka ath ee Be ON a . |os. 
yee soneirooxe welvotireq nwo twoy mowl eninssqarets voy Ga 
eet ee 
v4 nat enob eat ci vndw ot as pogset tselo Ss Teg NBS owos ih Sd 
yi ee he 
ie gesonsvemuorto tneweltip at bmoqeedr voy wor bas yaw efdag ia 
a Ri aevisamoy duo bedatog even voy es .ebtow tedte at \" 
"Hdl a ; ‘ ; i” - s 
oy 4 ’ i . * cy " : a i 4 1 f % f: } \ aS 
4 oe%s agsoitosuq edd egosiq ‘to tedmum Bont ,teted sdd at ou 
et ; pom 
7 5 4 i q Te 
eis yond estedw bos ,dooeqaet smog nt dnereTitb ediup . 12, 


| ers vw duods mso-ew es doum es woon od ott: bluow sw 

Mr | BR tY 
a3 I), duo. teedte of .81y900 sanoqest edd won bas oT! A 
iP 
fae eric —" edotteeup wet s voy Nas oF otfl bin 


es 
oo 


' 
» ' 


ia | vi 


voy, .sorstenh 108 seudeubal ent: 10 studounde 


PI 


| “bes Wares arth, yilerebet sid Ses ula wre 
ee Pie ae? 7 ree ia A ey if 


Nethercut é Young 


Terente, Ontario 

provincially, chartered: companies. is there. any 
particular striking difference in these two types 
of company? I notice,-for example, provincial 
companies ,biahtihoughi weryomUchs smai len; have .oHin 
the period which you indicate, grown a great deal 
fasteracvalsy this sienid imant ? 

MEOSBRYDEN:, Dir. Poyntz . 

MR.’ POYNTZ: I should think a general answer 
Mr. Chairman, would be, that. the provincially regis- 
tered companies probably operate more locally than 
the federal ones and are probably younger companies 
and therefore growing more rapidly for: that reason. 
I think a good many, for example, of the provincially 
chartered companies operate in the province of Quebec, 
perhaps entirely. 

COMMISSIONER GIBSON: Is: there ah particular 
difference between large and small companies and the 
way they are growing in the last 20 or 25 years? Do 
the larger ones tend to get larger or have there been 
a lot of new small ones? 

MR. POYNTZ: There have not been a lot of 
new small ones. I think we have: that in the brief, 
the number that have entered the business recently. 
Twenty-five Canadian companies have entered the life 
insurance field between 1935 and 1960. 

COMMISSIONER’GIBSON: Has there been any 
tendency for the industry to develop in larger units 
through other phases of the life insurance business? 

PREMPOYNTZ: I do not believe that any particular 


range of size has been capturing a bigger share of the 


seins oy. vat i ecco 192% +£D 


* : 


we 


ey eve wreLfeme sop vasy sqvoddie,yeote 


\ kgeb Jests Ss GWOTS, od sorbet HON, dotnw patueg ads 


cdneol tone ainda we setae ‘s 

psdoyody yM) gatiayae am a | 

Owuds fersreg 8 Si Houta plvors I a8PUYO Om aM “ail 
eget pl Det ocitvotrg: add. died 2d) Dr08 incemalauanas aN 
nano wl. sooli etem), steerage yidsdoxe 5 tlieeacig ins pened 


me a ay 
asitisqmoo 2 SIUOY yidsdorg s1e bas BSno isuebet edd e 


ie .qoaset sid tol: yl bie@aenesom antworm, eotere rid) ons 
nm | hy " ! 
nats ‘xitstonbyoug, sid. Te hich es tigatul TOD... Virsa bOOg. Ss seca rE of " 
Cog | i a 
| 4 ¢9edou® To, sontverq, edt al ,oFeneqo, gelasgmeo,beredasdo  —  7=*) 
Ylemtine ageriteq — Ty 
| | : Every Mae 
Telustidsa Nas emedd el .:MOSEED MAMOTESIMMOD \ocnun Oe 


a 


bos eoinsqnoe Gleme brs sarel neawied sonore Ttp 


od , Varssgues. te OS east ione) mt grt wots: OTS) vend: ew 


dead stedd-sven vo. teagusl seg ot) bred ween Toure ors 
| faene iieme wer te dol s 
a’ lowol» 8 aged ton svsiientenT ..8TMvod «sit 

|  tetird odd. mt. dene ever ow wits: 2 oe See ne 
- Vide pen seentend ed benteatin eved Sse ronnie ent 


STtleAdd beuvedns swese ge baaqmos ‘matbscsd) eVvilt- ue « 


iy Xv _  wOd@L bes aged neswied blelt, soaseupe op 


4 ) ye food bi lascut BSH, wiOealo AMMOLZLIMMOO walt | 
; Ae Cie ‘ 


/ w Segentayc auchanetie® ett orld to. metic pe 
¥ 4, ' r Mey a “iP ) pe J iy j 


apivetsrean woe denid orn #onob I acim e 


a7, . 


7, “eA 4 iF mea, 


Nethercut a Young 2350 


Terente, Ontario 


market. As you point out, the smaller ones have 
maintained there position, the provincially registered 
ones and have again covered about one per cent of the 
market, cL think it is8y.to five per cent; in this 
period 1935 to 1960. The larger companies are growing 
but probably not at the same rate of growth. Growing 
the same absolutely, but not at a greater rate. 
COMMISSIONER GIBSON: What about the distinctio 
between Canadian owned, British owned, American and 
other companies? Are there any characteristics of 
each group on the present ownership? Are there 
differences in asset management, for example, that 
you would say are characteristic of British companies, 
American companies and Canadian companies? 
MRy POXNTZ: «Yea, 1 think there, aré~some 
differences in asset management that opera be found 
in some of the British companies, Mr. Westwater 
represents one of them and I think probably he 
might be able to answer that question. 

MR. WESTWATER: Mr. Chairman, I would refer 
you to Section 5 where we point out the marked 
differences in distribution of assets and a different 
investment policy between the British and Canadian 
companies -- 

COMMISSIONER GIBSON: This is as between 
the Canadian operations of the British companies and 
Canadian companies? Now, you do point out that the 
British companies! practices in the United Kingdom 


are different. 
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MR. WESTWATER: Yes sir, that is an important 
Polnu. Toshovldisay thev within the limits ofthe 
federal restrictions and regulations here the British 
companies would follow a similar line of policy in 
Canada. There are, of course, limits. 

COMMISSIONER GIBSON: In other words, they 
would tend to hold more common stocks than Canadian 
companies? 

MR. WESTWATER: Yes. 

COMMISSIONER GIBSON: Is there anything in 
particular about American companies and the way 
they operate here that differentiates them in any way? 

MR. POYNTZ: Well, for their Canadian business 
specifically they must follow the same line as the 
Canadian companies. There are a good many U.S. companies 
operating here, mainly an investment operation rather 
than a life inSurance buSiness and, of course, they 
would not necessarily have the same investment 
management for that. Possibly Mr. Falkner would like 
BO reply. He represents one of these United States 
companies. 

MR. FALKNER: I cannot add much to what already 
has been said. I think it would be a fair statement 
that we operate investmentwise in a manner similar to 
our Canadian competitors, possibly with a little 
different emphasis in the Canadian structure of 
Prudential in the type of investment we favour. So 
far as Prudential is concerned it is generally our 
mortgage investments that are at the moment most 


attractive. 
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COMMISSIONER GIBSON: You put more emphasis 
on mortgages relative to bonds? 
MR. FALKNER: In Canada, yes, and this I would 
say is purely on account of or mainly on account of 
our organization. We are best equipped for this 
particular type, I feel, to participate in that 
form of investment. 
MR.OPOYNE ZY: .tiam sorryg Mreréhairman ,ccould 
I refer back to the previous question of yours dealing 
With the rates of growth of various types of companies? 
It is covered in paragraph numbered 3.56: 
ie Competition within the industry is 
further indicated by the decline in the 
Share of life insurance in force held by 
the larger companies. For example, in 
1935, the five largest companies held 
53% of the business in force; in 1960 
these same companies held 48%. The 
next five companies had on their books 
24% of the total life insurance in force 
in 1935, in 1960 these same five companies 
held 19% of the total. In 1935 the largest 
share held by any one company was 163%; 
in 1960 the largest company, which had been 
third largest in 1935, had 12%." 
I am sorry to interrupt your chain of questioning. 
COMMISSTONER BROWN: This would happen anyway 
if more companies entered the field. Obviously, the 


percentages are going to go down. 
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in, “PorNreteltaco is Crue. 

COMMISSTONER BROWN: Have you figures for the 
relative rise in growth within that same grouping? 

MRY“POYNT?Z: © *do“10U ~tnink “We “have. 

MR. RAPSEY: We have some absolute figures 
here. We have not quite worked out the relative rate 
of growth, for example, a company that stood at the 
top in°1935 had $1 billion on the average. At the 
énd “of 1960°it had ‘$5.53 billion. If you drop down 
to, let us say, the tenth company at the end of 1935 
they had $200 million in force, and at the end of 
1960 they had $950 million in force; in other words, 
about five times in one case and about four and a 
quarter times in the tenth case, but at the same time 
you will find variations either way within the ten. 

THE CHATRMAN: I assume that Ase of those 
twenty-Yive companies have failed during that period. 
Have there been any amalgamations in that group? 

MR BRYDEN® “ One’, “P*think. One company 
tcok over another in 1960. 

MR. RAPSEY: Nov’ in this® group” of’ ven. 


MR?.. BRYDBN? “No, not’ in- the’ top ‘group ‘of 


Mr. Chairman, may I go back to one question 
that Mr. Gibson raised and I think the answer on the 
average is found at page 80 of the brief where we 
listiiani table Sif, life insurance assets held in 
Canada by federally registered companies and it 


is broken down as to the Canadian companies, the British 


companies and the United States companies and other 
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The only thing apropos is that as far as 
Canadian companies! assets, they are all shown as book 
values, whereas non-resident companies! assets are shown 
at market values, and that has some relationship to the 
common stock holdings. 

As far as your Canadian companies are concerned 
I’think the market values of the stocks that were held 
at that point were just about double the book values 
that are shown, I think that sets forth the differences 
in the investment policy of the average of the various 
companies. It does mask the differences in the investmen 
policies of individual companies which go to make up 
that average. 

COMMISSIONER GIBSON: That does bring out a 
couple of points that were mentioned. The British 
companies hold a relatively high baobohtioncon the 
common stocks, and this shows the American and other 
companies holding an extraordinarily high percentage of 
corporate bonds. Would you care to-comment on that? 

MR, FAULKNER: “It is difficult to-relate these 
figures to our own position and the position we might 
find ourselves occupying in the tables. Why it should 
be that way I cannot answer, 

MR. BRYDEN: I think Mr. Lemmon may have some 
information on that subject. 

MR. LEMMON: Mr. Chairman, I think part of the 
explanation in this regard ‘was’ touche@ su 048 
on by Mr. Faulkner in respect to the type of organization 
In other words, to do mortgage business you have to have 


in this country a branch organization. For a company 
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comping into Canada in the first instance and for many 
years after, the volume of business it has available 
does not make‘worthwhile the setting up of a mortgage 
organization. To get the maximum yield on funds without 
going into the mortgage field, the corporate bond area 
is perhaps one of the most Meridenvs CO gO “LircoO r r , 
Faulkner's company and dover at of the other large ones 
do go into the mortgage business through an organization, 
but many of the non-resident companies have not seen 
their way clear to do that. Therefore this is sort of 
the residual area, corporate bonds, 


The Chairman has called my attention to the 


They have carried that over into this market using their . 
American organization to do it, which also contributes 
to the higher percentage of mortgage bonds. 

COMMISSIONER GIBSON: There must be a number 
of large ones that do this on a big scale. 

MR, LEMMON: That is one large one which does 
it on a very substantial scale. 

COMMISSIONER GIBSON:'! We have been talking a 
bit about the characteristics of different owned .companie 
in assets management. How about the type of pose se 
they take on? Do British companies have different 
characteristics than Canadian companies? Do they sell 
particular kinds of insurance more than Canadian 
companies, or is the mixture different? Do the American 
companies tend to specialize in particular fields? 


MR. BRYDEN: Mr. Chairman, maybe I stand subjec 
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to correction here, and if I need to be corrected I 

trust someone will do so. . I would think that on balance 
the normal life insurance business of the United States 
companies, of the Canadian companies, and to ome extent 


the. British companies, are reasonably well the same. 


‘There’ are some companies within the different groups 


that tend.to- specialize, to.a@ greater extent..on annuity 


business rather than the insurance business. Some 


others are not carrying the same proportion of annuity 


business, but. on balance, I would think that on the whole 
the mix is not too different. Mr. Westwater,would you 
agree with that or not? 

© MR. WESTWATER: 1 i agree with that answer 
yes, 

COMMISSIONER GIBSON: In other words tneded id? 
of business is not particularly related to the place of 
ownership or ae Fat ine Ne Tiel | 

MR, BRYDEN: ° No, your kind: of. business, is 
really related. to: thes market, im this: country: for your 
partieudar product. 

COMMISSIONER GIBSON: Is there a good deal of 
ES ae among the companies re Beira liednisieihl vneatnel 
they are owned’? Do some specializey heavily in: one type 
of insurance and others in other types? ; | so 

MR. POYNTZ: Not generally speaking, Mr. 
et ee 

MR. BRYDEN: Again I think you have to tailor 
your product to the market, and on balance pretty 
generally you are going to get the same type of mixture 


of business that you do with the exception that some 
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Terente, Ontarie 
companies do specialize to a greater extent in annuity 
and group pension business than others. 

COMMISSIONER GIBSON: You are speaking of the 
larger companies. I am wondering if there are any 
small companies for instance non-life companies, that 
go into the life businesss in order to supplement their 
own business and thereby specialize in a certain area. 

MR. POYNTZ: This has not happened in Canada 
very much. 

MR. RIEDER: -There -is;,one difference that. shoul 
be mentioned I think in answering your question. 

There are four large companies operating in 
Canada which do what was formerly called industrial 
business; that is, going around to collect premiums 
weekly or monthly at the house. That class of buyer 
is a different. type of person than is being sold by 
the majority of companies. However, that type of 
business is becoming less and less significant with 
the rising standard of living even among the industrial 
workers. 

COMMISSIONER GIBSON: How about new companies 
starting up, do they tend to go into the general business, 
or tend to specialize in some particular operation? 

MR. RIEDER: I think we all do all kinds of 
business with-the exception of accident and sickneés 
insurance. Of course, perhaps half the companies are 
in that field and half are not. -As far as life insuranc 
and annuities are concerned, we are all selling every- 
thing. 


COMMISSIONER GIBSON: Some do more group than 
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others. Would a new company starting up go into group 
seriously, for example? 

MR, POYNTZ: There has been an example of that 
A company has gone into the group field extensively righ 
from the beginning. I do not think you can generalize 
really. Ithink also it can be said that a new small 
company would not likely do much annuity business. 

COMMISSIONER GIBSON: Thinking again still of 
the characteristics of*the industry, what about profitability? 
Do the larger companies tend to be more profitable than 
the smaller or vice versa, or are some kinds of business 
more profitable than other kinds? 

MR. BRYDEN: Have we got an actuary present? 


MR, POYNTZ: Mr. Holmes could explain that. 


LB ge: 
ree 


COMMISSTONER GIBSON: Perhaps I should go 
a little further. Do companies’ tend to> concentrate 
their activities in more profitable kinds of business? 

MR. HOLMES: I would say Mr. Gibson that the 
larger companies are bound I think to have very wide- 
spread organizations which do a general business. Most 
of the smaller companies enter that field when they go 
into it because they are entering usually with small 
men in their individual sales programmes. We try to 
find the most profitable fields, of course,: but you 
have to take a look at your selling business and find 
bus most profitable field... If you think there is more 
profit in one kind than in another you make a more 
extensive effort in your selling with the result that 
you probably lose the profitability, but you get the 
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COMMISSIONER GIBSON: I was just wondering 
about the group field ieiene euidie ae I have heard 
that it is a pretty competitive field but companies seem 
to be very vigorously competing in it even though it 
may not be the most profitable kind of business. There 
seems to be a general tendency to try to get in it in 
every department. 

MR, HOLMES: Taking our own company as an 
example, we have not peah very active in the group 
business, although the eagerness of the others to get 
into it may make us think we have made a mistake. 

COMMISSIONER GIBSON: You put uite a lot of 
emphasis on volume in the insurance business. Do you 
do this just for the sake of getting more volume on 
your books? 

MR, HOLMES: I think we may tend to do that 
a little in that as long as I have been in the business 
volume has been one of the’ main -eriterion ‘of «size. 
L°think,this is Losing that effect.» At one ctime “the 
business was pretty uniform and volume was a pretty 
fair indication of what the company was doing. Today 
that is not the case, and I think that is recognized. 

COMMISSIONER GIBSON: You are tending to look 
more for premium income rather than the amount of 
insurance in force? 

MR. HOLMES: Yes. 

COMMISSIONER LEMAN: Mr. Gibson, are we going 
to take it for granted that group business is less 


profitable? Why don't we ask a question in that regard). 
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Is it or is it not, after you consider selling costs, 
more or less profitable? 

COMMISSIONER BROWN: Perhaps they would 
each like to put in sealed and separate answers. 

MR. POYNTZ: I should think we could answer 
that question by saying that group business is one of 
the most competitive fields of our operation, and for 
that reason margins of profit are very slim, in the 
group life field particularly, 

COMMISSIONER LEMAN: The selling costs are 
lower? 

MR. POYNTZ: Yes, they are. 

COMMISSIONER LEMAN: If we consider that 
division of business right back to the question of growt 
which Mr. Gibson was questioning you about, what are 
the factors: that tend to limit the rate of growth 
of an insurance company? 

MR. POYNTZ: I think really it is a function 
of manpower, The size and success with which a company 
develops its sales force really determines its rate 
of growth. 

COMMISSIONER LEMAN: There are no technical 
limitations such as accounting in respect to reserve 
requirements? 

MR. HOLMES: -There are technical limits 
particularly to group that tends to cut down: the 
surplus and higher earnings, and that is why costs 
are higher than your growth, They tend to be that way 
but they are not necessarily that way. 


COMMISSIONER LEMAN:. These technicalthings 
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have not in fact limited the growth of any of the 
members of your spuiibehagisgs SS 2 

MR. HOLMES: TI think at times they have 
limited us' to some extent, but nota great deal. I 
would say normally no, you grow really as fast as you 
can on a reasonable basis. 

MR. RIEDER: Mr. Holmes is speaking from the 
standpoint of a fairly large established company. I 
think it is true that there is no practical limitation 
on the rate of growth for technical reasons in setting 
up reserves and so on. However, for a new company 
that might be true; that is a small company. 

COMMISSIONER GIBSON: The reason being that 
an insurance company does not like to see its surplus 
reduced to more than a modest amount in any given year, 
is* that* ritenaty? 

MR. RIEDER: That is right, it has to keep 
some surplus, but you can eliminate surpluses entirely 
in small companies. 

COMMISSIONER GIBSON: Because of the heavy 
cost of the first few years of writing policies, and 
because of the initial cost? 

COMMISSIONER BROWN: Can you giveus a rule 
of thumbin this regard? 

MR. BYDEN: Subject to correction, Mr. 
Chairman, and I have about three actuaries here, it 
has also seemed to me, in a going concern, with the 
existing insurance in force it is producing surplus 
and earnings fast enough to Et you fix a growth rate 


in force of between 8 and 9 per cent. Once you move 
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to a growth rate that goes much beyond that then you 
have what we call a surplus strain. In other words 

it tends to bear down on the net operating revenue 
which is produced in that area, That may not be 
significant in itself, but the mere effect of the bearin 
down does sometimes tend to have some effect on your 
dividend distribution to your existing policyholders 
and tends to bring that out at a level which might 
conceivably produce inequity to existing policyholders : 
against the new ones. That has sort of been my rule 

of thumb in this regard. However, I peak subject to 
correction) 

MR, POYNTZ: I think the only thing we might 
add is that there is a specific technical deterrent 
in the single premium annuity class of business where 
even for a large company the reserve requirements are 
stringent and quite often result in a liability being 
assumed that could be as large or larger than the 
single premium received. The difference, of course, 
will be made up by excess interest, but that has a 
very specific technical deterrent, 

COMMISSIONER LEMAN: Would there be some 
justifiable way of accounting differently for that 
type of business? 

MR. POYNTZ: It would involve changing the 
liability standard in the Canadian-British Insurance 
Companies Act. There has been some relief recently. 
The rate of interest allowed is now 4 per cent and it 
used to be 34 per cent. Companies on new money can 


earn more than 4 per cent and can use a higher rate of 


ed ton ysm dsdT .s91s pret 
aitised sit to dostie siem end gud Meadt at tasot Tiogta 
quay mo toeite smoe svsd ot baed aemitemoa asob mwob 
ereblodyotiog anittaixe mwoy od sofdudiadetd bmebivib 
tiginm dotdw Llovel 8 gs Juo gadd anind of ebset brs 
‘aneblodyotflog anitvetxe ot ytiupent souborqg yidsvieonoo 
elut ym deed to diea esd tedT .eeno wen edt tanisgs 

ot toeitdva Nesom I ,.1evewoH. .byszet elds at. dmudi to 
Moltosri09 

trdgim ew antdd vino edd aatdd I «STMYOU ..AM 
acai {solndoet ofttoeqe gp al evedd tedd af bbs 
eaieiw seettavd to aeslo ytiunns mutmeig olgnte edd at 
Ons etndemeituper evreae end yosqmoo eziel s tot neve 
adted viiltdail s at tiveet netto etiup bane tneuntute 


ent nedd segiel so eegrel as ed bluoo dsdt bemueas 


,eatNOO To ,soneresTTth ed? beviese: muimenq elante 
& get deadly dud .deetedat eeeoxe vd qu ebem ed Iitw 
Jdermreteb [soinnoes obtlLoeqa viev 

eos od etedt blyeW :WVAMEI ARWOTeerMMod 
Jsat t0% yldneret tte anignavooos to yew eldest itsenvt, 
faerentaud to saqyt 


edt satgasno eviovat binow $I. :STyMyYoU .AM 


Vitnsosr teflex emork mesd asd esiedT .toA sotnsqmod 


JI bas taeo t9q 4 won at bewolls daetatat to ster enT 


eee 
1 ae ae arr eee ma) Jae id le ; 


Bachar at dotcw 


eonsivent detitau-ostbsasd odd at bisbaste yititdstt — 


mg9 Yetom wen no estasgmod ...3neo 19q $& od, oF BAA 


[es or’ Biss: 
: to, et8%, nengtsi 68 928u M89 bas “a seh sree 


Nethercut & Young = 256 3 i 


Terente, Ontario 

interest in calculating the premiums but not a higher 
rate of interest in calculating their liabilities,so 
the liability is high relative to the earnings on 
premium. 

COMMISSIONER BROWN: Do these technical factor 
tend to affect the type of business that a new company 
tries to write; for example a new company setting 
up, because of these technical reserve requirements 
on straight life insurance would then tend to try to 
srow faster in the group end of it rather than the straight 
life end of it? 

MR. POYNTZ: A new company would normally 
have difficulty in the group field since they would not 
have a specialized group sales organization. TI did 
mention one specific new company that did get into 
the group business quickly, but normally that-“is not 
the’ case. 

COMMISSIONER BROWN: Is it because of the 
selling aspect? 

ie, POUNIZ + Yes, 

COMMISSIONER BROWN: But from the point of 
view'oi their accounting end of it, would there be a 
tendency for them to try to emphasize one type of 
business rather than another type because of these 
reserve disabilities connected with certain kinds of 
insurance? 

MR. POYNTZ: Ithink they would tend to’ do 
what we call the normal type of life insurance business, 
yes. 


MA* BRYDEN: I think, Mr. Brown, that one of 
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the things that may happen there is that there is 
no doubt that there is a limit to the amount of new 
business that a new and small company can put Ba its 
books in any one year and Bal remain respectable 
on its balance sheet. However, I think what would 
happen there is, through the re-insuring facilities 
throughout the industry it might very well take all 
the new business it can sell and then,- having regard 
to the differences in any capital and the amount of 
risk that it wants to assume on its own account, Lt 
might very well seed the excess business to some other 
carrier. I think that is one of the ways that they 
would tend to control their balance sheet position 
and the risks versus the equity that they have in it. 

MR. POYNTZ: Mr. Chairman, I think this 
last discussion is fairly academic because the whole 
business of life insurance in Canada is so competitive 
that a company is usually trying to get as much - 
business as it can rather than to limit the amount of 
new business that they do. 

COMMISSIONER BROWN: That is what I wanted 
to know. 

THE CHAIRMAN: What I have some difficulty 
in understanding {s° > how these 25 companies, without 
any background and without very much of a balance 
sheet, have succeeded in competing with the big 
companies at the rate that I understand they have done. 
What is the reason for their success? Is it that they 
have tapped new areas of prospective customers by 


salesmanship? 
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MR. BRYDEN: I would think that they have 
produced the best and most competitive rates that they 
can and the new company is much more likely to acquite 
business through what you might call brokerage con- 
nections, without doing what a lot of companies do, 
and thateisphave;their.own carrier life underwriter 
agency force. I think they might pick up bits and 
pieces in a fair amount. And that is one of their 
methods, I think, of breaking into the matter and 
getting a fair amount of business on their books, 
so it is partly the method of how it is sold or through 
Whom, rather than any particular mix in-what,.is. solid. 

MR. RIEDER: A lot of these companies are 
Quebec provincial companies, are they not, which have 
a special field in the province of Quebec. 

MR. BROWN: You mentioned reinsurance; are 
there some of those that specialize in reinsurance 
or do all companies? 

MR. BRYDEN: There are specialists. 

MR. .POYNTZ:. Yes, there are specialists, in 
reinsurance, but most -- certainly all the larger 
Canadian companies will do reinsurance as well. 

MR. BRYDEN: Each company will normally have 
a retention limit. on any one policy having regard 
to the total. of their reserve liabilities.,- And, 
for example, I can at the moment. say that ours was 
$100,000 a policy and in excess of that we would 
reinsure the excess part with some other company 
and in that way you do not control the risk on 


individual policies and that would be common, I would 
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say, right through the industry; in other words, each 
company has its own retention limits, but that does not 
prohibit it from writing larger policies, 

THE CHAIRMAN: and the smaller company has 
the smaller risk? 

MR. °“BRYDEN:? “Yes. 

THE CHAIRMAN: But they still have the re- 
insurance facilities open to them. 


MR. RAPSEY: “The bulk -of the reinsurance ols 


available and the smaller company can go to the larger 
company and get reinsurance. 

MR. BROWN: ‘nee there any Canadian companies 
that specialize in’ reinsurance? 

MR. BRYDEN: There is one Gs igbadlagonoeant 
I think, and the rest of them pretty well are foreign 
companies. 

MR. POYNTZ: The Canadian reinsurance companies, 
I know the name >of one that does specialize in it 
but it is owned by foreign interests. 

COMMISSIONER BROWN: There is none Canadian 
owned? 
MR. BRYDEN: Not that we know of. 

COMMISSIONER GIBSON: Still on the nature of 
the industry, you do not say very much about the foreign 
business of the Canadian life insurance companies in 
your brief, and I wonder if you care to make a comment. 
This is from the Canadian point of view and there may 


be a certain amount of money which is coming back to 
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Canada from connections abroad. 

Now, looking in the Bank of Canada annual 
statistical supplement, it shows quite substantial net 
annual transfers in funds from abroad on the part of 
twelve life insurance companies, and they include some 
large Canadian owned ones, and these show quite 
considerable transfers. It’ only goes’ up' to 1960} 
but they show quite substantial transfers from abroad 
to Canada. Now, I wondered about this $13 billion 
and I wonder if you would care to comment on this. This 
ebvyiousily-2is8n't going to be all profit and some of the 
companies are utilizing some of the funds they get 
from abroad.=Could you develop’ this~a’ bit? 

MR.’ BRYDEN?*"‘Possibly’ we’ can take’ it dn’ stages. 
Tt is°first mentioned on page 18 in paragraph 3.4 
and it says:that there are 14 of the Canadian companies 
that do*business outside of’Canada’, and at° the end*of 
1960 they had $13 billion of life insurance in force; 
that equals 42 per cent of the business of those 14 
companies, and that the business outside, which is 70 
per’ cent, is on the lives of policyholders in the United 
States, 16 per cent in the United Kingdom, 2 per cent 
on Asians, 6 per cent on Africans and 6 per cent on persons 
in=-the Caribbean-area: 

COMMISSIONER GIBSON: We realize that your business 
is balanced abroad, but we are interested in the effect 
of the Canadian position, to what degree these funds 
are in Canada. These figures I quoted, would these 
sive us a fair idea of the net operations of Canadian 


insurance companies and their effect on the Canadian 
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balance of payment. 

MR. BRYDEN:..I think .from,that,.point of view 
that Mr. McCarthy may have some comment to make. 

MR. McCARTHY: I would say, Mr. Chairman, that 
this. is correct, that that pretty well gives you the 
measure of the impact on the balance of payments which, 
as you see, has a positive effect in so far as Canada 
is, eoncerned, 

COMMISSIONER GIBSON: That would be part of 
the profits and partly the, funds throughout Canada 
that are.used? 

MR. BRYDEN: And eta an.estimation of cost 
onthe foreign. .business which is incurred in.,Canada,in 
your. head office administration, g0 that 1s.a.marG of 
ee, eG. 

MR.McCARTHY: In the last three or four years 
there have been, on the part of some of the Canadian 
companies,,.particularly those doing.a.fair. sized business 
in the United States, a tendency to remit some portion 
of their surplus funds into Canada, largely on the basis 
of the interest rate differential and to some extent, 
perhaps, a concern or an awareness of the fact that U.S. 
taxation arrangements may take an adverse portion with 
regard to these surplus funds. 

COMMISSIONER GIBSON: And the factors. affecting 
this movement are the exchange differentials -- I mean, 
the interest rate and the exchange rate between Canada 
and the United States,, or is,there much movement from 
the sterling countries? 


MR... MeGARTHY: To Canada? 
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COMMISSIONER GIBSON: Yes. 

MR. McCARTHY: As far as Canadian companies are 
concerned, I do not think so; as far as our company is 
concerned, no, but on the part of the British companies 
Lycould:not,,saye 

MR» BRYDEN’.,L think-we;should bear in mind, 
Mr. Chairman, that all the companies attempt to match, 
as far as possible, their assets in a particular currency 
and also the liabilities. In the United States, for 
example, assets securedcfrom.U,,S.creserves,.of.coupse, 
are trusteed in. the,States and in part I think 
that all ofpusriattempt to-hold;a bit of a.surplus over 
and above actual requirements. I do not. believe that 
in the sterling area ae same trusteeship prevails, but 
on the same basis: I think all of us-attempt to carry 
pretty well our U.K. sterling reserves in sterling 
currency and I think that also applies to your business 
in the Caribbean area, and so on, so that any movement 
of this kind that does occur is a very surplus type move- 
ment, a very marginal movement of funds across. the 
border. 

MR.+ POYNTZ: «I think that this.is the; key to.the 
question and that we can only talk in terms of the flow 
of the surplus funds and although there is substantial 
business done abroad by Canadian companies it will never 
be a big factor in the flow of funds to and from Canada 
because we must think only in terms of the surplus earnings 
and the extent of the home office operations with respect 
to that business. 


COMMISSIONER GIBSON: There is a little more said 


2otnsqmoo sardraw oa¥" Ye srs oe OM, 
mae eae Bivdo I | 
britm mr ssed blyode ow watdad I MECY AE «AM | 
dot¢em ot sqntetds aotneqmos edt ifs tend .aemtishd aM | 
| yorrexauo ysiuotdrsq 6 aft etoaes rterdd eldbaeog es TS8i as | 
| sot .soded2 bodtAU odd oT Laerdifidet! Sid oefs bas | 
eemos to .eevreset 1.8 .U moxl bervosa sieeas .elamexs jor 


dotdd I drsq af bos ested@ edd at pesdaurd 67s FR 


tevo eufaqiue gs to did s blond og somodts ey ‘to ffs tery ist 


datd avetléd ton OB I” .edwemettvpes Esudes svods bas [tr 
4 | a a 
jud .elfsvero gqtdesedeutd omsa end sexs Bnilsete edd ot " oe 
yirso ot damedds ey ‘to [fs Noidd I etesd omse ond mo let Vi 
tiie | } 
Tanta | 1 4 
entiveta mk sevesses snilveda .x.U avo Ilew yideng [at 

i oar 

‘ a a 
exsateud tsoy ot estlqqs coals tend Nnidd T bas yonerivo FM 
| sy th 4 oy 
inomevom yde tedt o& .fo 0g bas . sets mesddiaed end at g i} 
| | a 
|-evom sqyd aulqruve ywrev 8 af thoo0 e206 gent Batn atdd to bg pon 
i edt eeotos ehaut to taemevom [satstsm yrev 6 .dnem te hi 
-, i} ve ES 
; | m 

k ent of you sav Bf aftdd SEAS Hardy I STMYOS .AM Es 
Py : i 
: wolt edd to emret AE Afet Vino Aso ow’ tedd bas sotsesup eS i 
a fetinstedve et ovedd dauoddis bos ebaut exfqive sft To |B che 
nih / | rey 
7 . rf . ) . mate 
'} seven [ftw tft asineqmoo ngtibsnsd yd bsords snob azonteud |as ay 
| ae 


sbsnsd mort bas od ebast to wie he ceatanies od 


ain ay 


e t 


a 1h Ui ae i i 


Nethercut & Young = 2370 de 


Terente, Ontaric 

in the brief on page 72 on this point, and it says 

that Canadian life companies have from time to time 

been prepared to accept some exchange risk and that 

the differential in interest rates appear unduly now, 

and that some reversal of that position occurs when 

the yield spread widens appreciably. is it> your 
suggestion that there is a certain capital flow back and 
forth here? Would not that be because of surplus funds? 

MR. POYNTZ: It all “has, to be under surplus 
funds as far as United States and Canada is concerned. 
it has to oe under surplus Tunde. 

THE CHAIRMAN: Would it not be true that this 
paragraph, referring to the influence of exchange rates, 
Simply does not apply Be, the results of your foreign 
business and may affect to some effect the investments 
arising out of Canadian business? 

ME BRYDEN: Yes’, 1G could’. We very deliberately 
used a word there, Mr. Chairman, "to purchase non-residen 
investments ">t donot think as ‘far age I know than any 
of the companies are likely to take cash from here to 
put it there, but you do have a tendency, even on Canadia 
accounts, at times, if your yield spread 18 wider than 
normal, that you may move over and buy the investments 
and sometime later you may bring it back if the spread 
changes, but again we are still dealing on balance with 
very surplus funds, and there is no method of removing 
large amounts of Canadian assets that you are holding 
against your Canadian reserves over in the States and 
then back. 


COMMISSIONER LEMAN: I do not want to labour this 
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point too much, but do not you think that if you read 
paragraph 5.44 that on the face of it it seems to be 
contradictory; it seems to say that one would expect the 
exchange risk and the threat of interest rates is unduly 
narrow, and it would seem to make more sense if it were 
exactly the opposite. 

MR. McCARTHY: I think the writer had in mind 
the interest rate spread between Canada to the United 
States, which historically is wide in favour of Canada, 
but when it narrows down to where you get American rates 
almost at the same as Canadian rates, you might go out 
at a narrow spread and come back at a wider spread, or 
at a time when the spread is restored to something like 
it was restored to before. 

COMMISSIONER LEMAN: It would be the opposite 
for movements between sterling countries? 

MR. LEMMON: Yes. 

COMMISSIONER LEMAN: You cannot take the 
paragraph just as it is. 

MR. BRYDEN: No, but if, for example, the 
normal rate spread between Canada to the United States 
may be a half per cent in yield, the point at which 
that was a quarter spread you might very well move to the 
United States and at the point which it was three-quarters 
Spread you probably would come back here. 

COMMISSIONER LEMAN: Would that mean that the 
insurance companies in general have views on what the 
Soread should be or what the normal spread is? 


MR. BRYDEN: We know what the historical spread 
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has been. 

COMMISSIONER BROWN: On this question of foreign 
assets, I notice that the Canadian companies have $13 
bildion inolife insurance in foree’ outside of Canada 
and the foreign companies have something like $14 billion 
in Canada and the Canadian-held assets abroad are $2.8 
billionsasiagainst thé foreign assets in Canada of’ $2.2 
million. Doés this reflect a difference in the policies 
they are writing? In other words, foreign companies 
tending to write more group policies than life policies? 

MR. HOLMES: The group policy’ as a~-rule, but 
the Canadian will have done more abroad than the foreign 
companies have done here. 

COMMISSIONER BROWN: So, there is a difference 
in policy type written by the foreign companies as 
against Canadian companies? 

MR OPOYNTZ?: “Theré is’'a-difference-in the markup 
which they ask. For example, Canadian companies are 
not extensively in the British market where the type of 
insurance selling is higher premium, a high premium 
type and therefore higher reserves than possibly it would 
be “in the case of Canada or the United States, so that 
if a iforeign company does business in Canada it is doing 
it in our market at a lower premium level than we do, 
Say, im the British markets. 

COMMISSIONER BROWN: But 70 per cent of the 
Canadian business is in the American market? 

MROOPOYNE Zs: Yess I think the group answer 
is quite pertinent there, that the U.S. companies do 


a large group business in Canada and they produce relatively 
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low assets. 

COMMISSIONER MACKINTOSH: What about industrial 
insurance;.do.not.the American companies sell a fairly 
large amount of industrial insurance? 

MR. RLBEDER: -But. ig isa very.small,factor-on 
the total amount of insurance in goede age of the 
business..has some peas on the ratio of the reserve 
to the face amount of the policy. 

COMMISSIONER GIBSON: This brings us back to 
the point I was going to get at earlier; it is the 
amount of funds that the company nets as a result of 
all the activities, and shouldn't there be deductions 
for foreign companies who are sending funds out of Canada, 
and this would include three of the large foreign cuned 
companies, but in veiw of the fact that there were a 
shade more in Canada of the foreign controlled companies 
as against insurance written outside of Canada by Canadia 
controlled companies, it does seem a little surprising 
to have as big an influence of funds to net to Canada 
as the figures would suggest. It would suggest something 
like $20 million a year net, and it seems to me that 
the companies are working in a more profitable area of 
insurance, 

MR. POYNTZ: I think that some of that inflow is 
for the investment of, say, U.S. companies with respect 
to their U.S. business. Their Canadian investment accountis 
for the U.S. business. 

COMMISSIONER GIBSON: Maybe that has not been 
moving quite so strongly in the last year. 


COMMISSIONER BROWN: Is there any difference in 
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taxation for a foreign company operating in Canada as 
against a Canadian company operating in Canada? 

MR... POYNTZ: Not with respect to the Canadian 
business of each. 

MR. BROWN: I would like to move into a slightly 
different area» but still within the structure of this. 
One of the most obvious or most striking developments 
in recent years has been the mutualization going on in 
some of the largest companies. What was the motivation 
for.this? 

MR. BRYDEN: Well, Mr. Holmes, would you like 
to answer that one? 

MR. ECLMES: I think the motivation was for 
various reasons, but they came to one point, and I 
think in our own company -- I will speak of it because 
I know it more thoroughly -- in our own company almost 
half the stock was held in one hand, you might say, 
and it was a question of that.particular party deciding 
that. they did not want the .price that was quoted on 
the stock, they did Hot want to hold that much in, one 
hand; it was in a State and rather than have that control 
of the company go to unknown sources, we were very anxious 
tc have it mutual. 

COMMISSIONER BROWN: How about other companies, 
because there are five of them? 

MR. BRYDEN: Mr. Lemmon? 

MR. LEMMON: Mr. Chairman, in our case the 
Situation was not quite the same as in the Manufacturers 
Life. After the legislation was passed at Ottawa, a 


committee of the policyholders of our company set up to 
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inquire as to whether or not it was a profitable transaction 
for the policyholders of the.company to acquire the stoc 
and after exhaustive analysis they arrived at a figure 

at which they felt that the acquisition of the stock 

of our company was in the interests of the policyholders, 
In other words, we met with some of the largest stock- 
holders .to see if, in fact, the stock could. be acquired 
in that area and experience proved that it could 

be so acquired and was so acquired, The prime motive 
there was that for the long haul we felt it would be 

in the interests of the participating policyholders if 
the stock could be acquired at that price, If it had 
been somewhat higher it probably would not have been 


done, 
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WR. BRYDEN: As you know, we went through 

\ this process in 1931. We were one of the original 
EMA anys but the point at that time is there was 
danger of the control of our company moving outside, 
and we at that point had a provision Ln vour lorie ne 1. 
charter which allowed the redemption of our guarantee 
fund, and I think it was 1931 that, in effect, our 
participating policyholders acquired that guaranty: 
fund and we became a mutual company at that time. 

COMMISSIONER BROWN: You mentioned the questian 
of avoidance of external control: In this mutualization, 
who has control of the company -- who has votes? 

MR.e BRYDEN: The participating policyholders. 

COMMISSIONER BROWN: And on what basis are 
the votes? 

MR, BRYDEN: Mr. Tuck, have you got the 
insurance Act there? 

MR. TUCK: It is generally one vote per 
policyholder. 

COMMISSIONER BROWN: It does not relate to 
the size of the policy? 

MR. TUCK: In some companies it related to 
the size of the policy.* 

MR. BRYDEN: But pretty generally, I think 
it is per policyholder of a certain minimum amount. 

MR, TUCK: I think the minimum is $3,000. 
This is a case where the general Act does not give 
the whole picture, and charters do vary quite a bit. 
I think there are about eight or nine charters ca 


there are variations from the general rule of one vote 
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per policyholder -- isn't that so -- the general rule? 

COMMISSTONER LEMAN: Is it per policy? 

MR. TUCK: Every person contracted with the 
company for a participating policy shall be a member 
and entitled to vote. 

COMMISSIONER BROWN: Should this be standard- 
ized; in: your opinion, in: the Act so that it is laid 
down how the control is governed of mutual companies? 

MR, TUCK: We had a proposal to that effect 
under discussion with the government last year, and 
I think all companies were prepared to see this general 
rule override their charter, but there was one company 
which was rather anxious to maintain its special rule, 
and that project of unification broke down. 

COMMISSIONER BROWN: Apparently there is 
almost unanimity but not quite in opinion on this -- 
or there was. Let us carry it further: Should there 
be anything so that a majority of directors have to 
be Canadians? 

MR. TUCK: There is now in the Act. 

COMMISSIONER BROWN: That is in the Act, is 
bt? 

MR. PRUCK:; Yes: 

COMMISSIONER BROWN: That a majority of 
directors --- 

MR. TUCK: I thinkthere are two rules: 

The majority of the board must be Canadiian citizens 
ordinarily resident in Cinada,and the second rule 
is that the majority of policyholders directors must 


also be Canadian citizens resident in Canada. 
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COMMISSIONER BROWN: In other words, it 
applies to both. 

MR, TUCK: The total board and to the policy- 
holders ‘directors’. 

MR, BRYDEN: In a stock company you have both 
types of directors: You have stockholders directors 
and policyholders directors. 

COMMISSIONER LEMAN: Is it per policy or per 
policyholder? 

MR.» BRYDEN: Holder. 

COMMISSTONER LEMAN: Does each policy give 
a’ vote?. If a man holds four ‘policies in a’company, doe 
he get four votes? 

MR. TUCK: The general rule is one vote. 

Mit DEMMON? In our "company It is one vote. 

COMMISSIONER LEMAN: Because I have three 
or four proxies from one company. 

MR. LEMMON: Yes. 

MR.- BRYDEN: It is a matter of the machining. 

MR. LEMMON: Don't try to vote ‘them all. 

THE CHAIRMAN: “hat sort of machine -- a 
voting machine? 

MR. BRYDEN: Usually it is an Addressograph 
or IBM; 

COMMISSIONER BROWN: Even in a mutual company 
there is a distinction between participating policy- 
holders and ordinary policyholders? 

MR. BRYDEN: Let us use it -- "non-participating 
policyholders". It is the participating that vote, not 


the non-participating. 
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MR. POYNTZ: I think there are exceptions 
to that rule. 
MR. TUCK: I think in every company a 
participating policyholder is a member of the company. 


Thag is universally true. I think there are one or two 
or more -- there are a few instances where non- 
participating. policyholders are members of the company. 

COMMISSIONER BROWN: Are these mutual 
companies? 

MR. TUCKsy,Yes, but, this, is: a.minority. 
This is what happens when charters are established 
years ago -- over 100 years ago in some cases -- and 
the general statute has gradually replaced parts of 
these charters, but it has not replaced them all, so 
some of. these differences still remain. 

THE CHATRMAN: The holder of a policy of 
$100,000 would have one vote, and the holder of a 
policy of. $1,000 would have one vote? 

MR. TUCK: 


Yes, that is the general rule. 


MR. POYNTZ: There is usually a minimum of 
$3,000 or $4,000 required to vote. 

COMMISSIONER BROWN: This is in the company 
charter? 

MR, TUCK: Yes. 
THE CHAIRMAN: But there is nothing in the 
Act that would prevent a different arrangement if 
the company wished to amend its charter? 

MR. BRYDEN: . You have to get legislation 
to do that. 


MR. TUCK: I think it may be a case of 
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amending the charter. 

THE CHATRMAN: Yes, but it is not in the 
Act that the one vote per holder rule is laid down? 

MR. TUCK : In the general statute, yes, 
ite is? 

THE CHAIRMAN: Is it? 

MR. TUCK: Yes, and this general statute 
applies except where there is a conflict with the 
special charter. 

THE CHAIRMAN: The Act provides that changes 
can be “ade in the charter of the company through a 
special charter -- are you talking about a special Act? 

MR, TUCK: I am sorry, I should have prefaced 
this by saying that all of the Canadian federalcompanies 
are created by special Act. 

THE CHAIRMAN: TI see. 

COMMISSIONER BROWN: TI would like to switch 
to another point. You brought out in your submission 
you would like to have considered the prohibition of 
one company owning another company in Canada. In the 
Act as it stands, has there been any prohibition against 
amalgamations? 

MR, POYNTZ: Not in the Act as it stands, 
but there would have to be approval by the Superintenden 
of Insurance and probably other cabinet ministers as 
well, and it has not really been up for consideration 
for: agood many years except the one we mentioned in 1960 
where a small stock company did take over the business 
of a much smaller mutual company. 


We feel that the Commissioners might consider 


eft nt tom at tE tud .aeY IATARO GHP 
Sieg ee a pret ie 
Sowob bref af slur rebfod 19q cout dl tent toA 


 B8Y _sjudate Letenes orld ae 


4 


ogt af :WAMATAHO BHT 


etiujede Isitscesg etdd brie feeY <AOUT .AM » 


~ eit dd¢itw totitnos s af eradt exenw tqsoxe aeltiqgs 
| .redyeno [sfosqe 
eegrisdo tadd eebivortq doA eAT) :WMAMATAHO GHT for “7 
aan s Agvoris yrisqmos saz to en eT ee ed ABO itt a 


wit *toA Istosgqe s tuods sainisd voy sis -- ratuedo’ [ae tosge 


 \paostterg even blvote I \Crroe me IT’ <HOUT AM 

—- lastasqmoots-rsbs2 vstbensd ett to Eis Yard snivee vd aids 

a toA Istosqe yd bedss Tos 918 

ie -,ee8 I :MAMATAHO SHIT 

| aodtwe ot evil bivow I :WWOG AEMOTSCIMMOD 8 yu 
4 foteaimdve woy of tuo tdsgvord voY .detoq tedtons o¢ ier | 
ie «Yo Hold Edtdorg and boveblenod eved of eWiI bluow voy |[@t 


at 
y — ae 
ayes 


eit aT .sbaced af vriseamod eu tony oktawo yasgmoo sno os 


a : . 
aie danisas notdtdtdeta yeas reed steht ash .ebista Sr as JoA 448 


—@ecotismesisms /SS 


ES 


abnete tt as 3oA ocd at tom :STMUYOU . AM 


daobredatrequd eit vd Tsvorgas ed ot oven bluow ovedd tud 
es etadetntmn dentdso rento yidsdotq bre sonsiveal to 
| no Ls ebb ates Tot gu deed yiise* ton esd tt boas .Ifow 
‘gf ! oder nt betiontiey sw sno end tqsoxe | ‘exsey yasm booy 8” “tot ih | 


| seentand sfit revo ovat btb ynsqmoo Woote Fiema s oteriw 


-wasgmoo Leutum yelisma doum s to | 


pene ee See ent vest taet 


Se i oe 5 
ne ae Ay ss 4 ‘ nae iv 
; 4 


Nethercut & Young jis 2381 ~ 


Terente, Ontaric 
1 this question of prohibition of a life company owning 
2 the shares of another because the same considerations 
3 apply to an extent as made it desirable to provide 
4 mutualization machinery. There is always the question 
5 of control of the Canadian companies passing outside 


6 of Canada, and, as the brief mentioned, it has happened 


7 seven times in recent years -- seven times since 1954. 
8 We feel that some of these transfers of ownership 
9 outside of Canada could probably have been prevented 


10 if the Canadian life insurance company had had the 
11 power to buy shares of another life company, and we 


12 think the safeguards should be the same as they are at 


13 present when approval must be gained for mutualization 
14 from the Superintendent of Insurance, the Minister of 

15 Finance and the Treasury Board. These same people could 
16 authorize the exgenace by one life company of the shares 
17 of another to make sure that the public interest was 


18 being served. 
19 COMMISSIONER BROWN: Could you give us 


20 the philosophy: behind why this prohibition is in the 


21 Act? 

22 MR; POYNTZ: Tt has been there for many 

23 years and I expect it was originally to prevent the 

24 concentration of power, but there now being so many 

25 companies in the field -- over 100 -- that there is 

26 very little danger now of concentration of power through 
27 one company acquiring the shares of another. There 

28 are only 42 Canadian stock companies, so that even if 


29 they all merged into one there would still be 80 


30 companies operating in the field in Canada. So that the 


bac tinionBalubial emge edt savsood rerntons to eotsslea wine 


abivorg ot oldaxteeb ti sbsm as dnedxse ns ot viqqs 
notdeeup ent ayawls at ered? .yrentdosm soltissiisyusum 
abtetvo unieesq eelnsqmoo astbens0 sad to Lotdnos to 
bedeaqqsd ead dt ,.beroltnem Tefid edd es .bas .sbsniso To 
h@0L sonta aemid meveg -- arsey tieost af eomis mevea 
qiderenwo to atetensit seedt to emoa dadd Leet eW 
bedneverg meed sven ohetaetae bivoo sbsns0 te ebletuo 
eit bed bss vwnsqmos sonsivent stil asibsaso odd pis | 3 “h 

ew bas .vosqmoo stil ssddonms to eetsde youd .od 1swog 

js ome vedd es emee edt ed blyote ebtsugsisa end Nerids 


dotdaxrtisudum tot bentag ed taum Isvorqgs cenlw dnsasiq 


yeni ns mee meen teenies gree i A ite 


to nede@initM ent .soneiwent to tasbaetairequa ent mort hE 
bluoo elgosg emse sgedT .bis0@ yiwaserl odd bos sonsntt él 
geieda etd to yasqmoo strl eno yd sesrioxnq edd osfroditus of 
asw deotetat ofiduq edt dedd emve edem ot rtedtons To Vi 
.bevaiee goited ai 

ay svig voy bluod :WWwOna ASMOTZeIMMoo ef 


eat ot et aotdididexqg atdd scolw batded seiqoee Ltda edt 0S 


StoA LES 

vasn sot stent need esd CL sSTMYOT 2AM. iSS 

add toevenq ot yvilsaksizte asw df doeqxe I brs arssy aN 

yasm oe gnied won sredd sud ,tewoq to molisidmeonoo bg 

at exyedt dadt -- OOL seve -- Bleft edt at asinsgqmoo eg 

Price vis rewog to stoitsitneodnoo to won. tegasbh elitil yrev og 


ereNT .tedtens to sersde orld gnituiupos yasqnoo sno » 
tt neve tect o8 .aeinsqmoo woode metbsnsd SH vino 18s 
O8 ed [ftta biluyow siedt ono otat beguem Ifs yond 


ead jedt o8 .sbsas0 at blett ent af gatésiego eotasqmoo — h 


Nethercut & Young ie 2382 = 


Terente, Ontario 


original philosophy, To gore” not think, should hold 
now. 

There’ Ls” ere “other minor“point’ *1t~ could 
be useful for Canadian companies to own their foreign 
business in separate companies. At the present time 
that is not possible but we do run into certain 
jurisdictional aeeEtcuvessa in some d the areas in which 
we have been doing business, and it could be very useful 
to have segregated that business into a separate company 
rather than have it part of the whole. I might mention 
Cuba as a difficult area now, 

MR. BRYDEN: And Pain tohecelauar L*think 
Mr. MacGregor in his annual report for 1959 went to 
some length to explain the Department's position 
relative to this matter of acquisition of other 
companies. 

COMMISSIONER GIBSON: The éssence’.of: it was 
the point Mr. ee ieee. 

MRP YLEMMON? ">Subject’ to “correct'ton ,“rP my 
memory serves me right, Mr. MacGregor made the point 
if one Canadian company should acquire control of 
another Canadian company it was likely that the second 
Canadian company would pass out of existence and there 
would be one less carrier in the field offering policies 
whereas when the control of a Canadian company is 
acquired by a non-resident company the Canadian company 
usually remains in existence as a carrier in the 
Canadian field and that the area of competition is not 
so reduced. 


COMMISSIONER BROWN: This would not apply 
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to Canadian ownership of their foreign subsidiaries? 

MR. LEMMON: No, it-would not. He did not 
cover that.in his report. It was purely the combination 
of two Canadian companies. 

COMMISSIONER BROWN: Have you discussed 
this with him to find out his attitude? 

MR, TUCK: We have not presented anything 
to the Superintendent. We are aware of his views and 
they are reflected.in the report.and also in his 
presentation to the Senate Committee discussing the 
legislation of 1961. We haven't had any formal 
discussions with him about it. 

MR. BRYDEN: This matter of having the 
foreign subsidiaries really has not been much of a 
point until recently, and I think some of our thinking 
there has’ probably come up from what heppened in Cuba. 
At the moment some of the companies operating in 
British Guiana are having a few problems, if you will, 
and, as Mr. Poyntz says, if you could handle these 
outside areas in a sort of a subsidiary company it 
might alleviate some of the problems you run into. 

COMMISSIONER LEMAN: But it would be a 
Canadian subsidiary? 

MR, POYNTZ: Camadian owned. 

COMMISSIONER LEMAN: It would not be 
incorporated in the foreign country? 

MR. BRYDEN: It might be. 

COMMISSIONER GIBSON: On this matter of 
keeping Canadian ownership of the industry, it is your 


considered view that permitting a Canadian company 


be i “ee 7 
. 'D voniisll 7 
ee) 


> 7 ba 
“er D ohn 0) stow 
Leh 


| * 
| Hy rh : q : 10d “ig i. 
| estisibfedve ggte1et ateds to qidarenwo astbsisd 7 ae 
) : “ . 7 


ad , 44 


tom BIrh sH .ton blyow cE .oV 


5 


|notdsatdmos edt ylernq asw JI droger etd. at tendd tevoo 
ae legs! hued . solasgnoo astbsas0 ows to 

besavoeth voy evs :UWORE AAMOTeeIMMOD — 
febusitds aid gyo bakit ot mid Adiw etad 

| aitdiyas bednsesig ton evan eW .:NOUT .AM 

Dos ewstv aid to esxswe sis sW .tnebnedatyeque ent of 
eid nai oals bas Iuxoqes eft ni betosltex oss odd 
anid ssh vak' settimmoo stsnea edt o¢ nolistneaszg 


fsmiol yas bed t'neved oW .L0@L to nottsletuel 


ti duods min diotw anofeavoath 

eit goived to teddjem etd? :VaCVAa AM 
& To doum need ton esaA vilset setustbtsedue Ag tsxtot 
aninnidd ryo to esmoe Notdd T bas ,vidcnsost Lida safog 
»8dy0 ai bersqqsd tsdw mort qu emoo vidadorg asd sxedd 
ak gaiverego asinsqmoo sdt to smoe droemom edd tA 


iliw voy ti .amelderq wet s snived sys sosteud setstsd 


sacks elbasd bluoo voy TE .ayse stryvod .aM es brs - F 

J£ vYasqmoo yrstbtedye.s To tryoe gs ak aseus eblasuo og 

.ocnt aux voy emeldotg edd to smoa adeivelis tri Ee Sis 
8&8 ed bivew tf dud SWAMI ABMOTeRTMMOD ASS j . 

i tyustbtedva metbensd 8 


_ .berwe asibs cg >STUYO" , AM 

ed Jom bluow JI :WUAMEI ASMOTeeTMMOD 
fyisnveo ngterot ext ot bets 1oqioont 

.od tdgim JI :WaQYAd .AM 

to rotten efdt m0 :WOedID ABMOTeeTMMOD 
mwoy ef dif .yitaubot edd to qinarenwo astbsnasd gniqoon 


|} ‘asamoo nstbsnsd s gatidimteg dedd wetv 
y ‘. i r ; P py! ig : 


oo a { 


peo a beer .  -* _ ee Py ee 


hHersblentoo 


t 
< 


a 


Nethercut &é Young 2384 pa 


Terente, Ontaric 


to own another Canadian company's shares is the most 
effective step that can be taken in that direction 
at this time? 

MR. BRYDEN: I don't think, Mr. Gibson; 
that the industry has a view as such. 

COMMISSIONER GIBSON: No, but the Canadian 
owned companies might have a view. 

MR. BRYDEN: But this is: something we thought 

of in the light of the interest in the retention 

of ownership in Canada as one avenue that might be 
explored in order to keep in Canada the ownership of 
some of the companies whose, for one reason or another, 
capital stock is available for sale, and one of the 
major problems, of course, is that when you do attempt 
to put a market value on the stock of an insurance 
company usually, if it is a fairly significant one, 
you are talking in terms of a fairly large amount of 
money and, as you know, sometimes you don't acquire 
large amounts of money in Canada half as easily as 
somebody in the bigger markets of the United States. 

COMMISSIONER GIBSON: Do you think this is 
a significant potential problem at this time? 

MR{ #BRYDEN : wi Welly: thattiis dififieuhstr totsay, 
but since 1955 in seven companies, I think, control 
has moved outside of Canada. 

COMMISSIONER GIBSON: Do you think this is 
likely to continue or that it will expend itself? 

MR. BRYDEN: There are five of the larger 
stock companies have mutualized, so it is not a problem 


there. It is not a problem with the mutual companies; 
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it is not a problem with ‘the ones that have gone outside 
but there is still a significant number of stock 
companies in Canada and at some point, for one reason 

or another, that stock is likely to come up for sale. 

It may be succession duty reasons or something of that 
kind, and at that point somebody has to underwrite it. 

COMMISSIONER BROWN: There should be no 
distinction between the mutual company buying out 
a stock company as against a stock company buying out 
a stock company? 

MR. BRYDEN: TI don't think it would make 
any particular AiPeSveue . Tt would lead to sort of 
fewer companies -- bound to _f and larger companies, 
and that kind of concentration always does . It is 
just a question-of which is the better. 

COMMISSIONER GIBSON: Is this the tendency 
in the United States -- towards larger companies? 

MR. BRYDEN: I don't really know as far as 
the United States market is concerned. Certainly, 
some of our Canadian companies have been acquired by 
companies in the United States, but they have been left 
to operate as Canadian companies in Canada. I am not 
sufficiently familiar with the United States market to 
answer that question. 

MR, HOLMES: There have been continual 
takeovers in the United States, but in the total over-al] 
picture it is not a big thing. There are more new 
companies growing up than cut down by the takeovers 
in the last 15 or 20 years. 
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MR, CRAWFORD: The total number of companies 
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in the United States is growing quite rapidly. 

MR. RIEDER: About 1500, isn't it? 

MR. HOLMES: Yes. 

COMMISSIONER LEMAN: Would foreign ownership 
hurt the policyholder as much with the kind of regulatio 
there is on life insurance business in Canada? 

MR. BRYDEN: On balance I would think it 
probably would not. 

COMMISSIONER GIBSON: It is just a matter 
Of economic control, isn't 1:07 

COMMISSTONER BROWN: That is all. 

THE CHAIRMAN: If there are no further 
questions on this particular subject we might adjourn 
for 10 minutes. 

--- At this point a short recess was taken. 

THE CHAIRMAN: We will now resume. Further 
questions? : 

COMMISSIONER BROWN: Mr. Chairman, just as 
we adjourned reference was made to one of the reasons 
for having a majority of egies, 8 fareates to obtain 
economic controt in Canada. This brings up the question 
of interlocking directorates of national organizations 
and national institutions. I am wondering if vba Ay 
give us any comments as fe the effect this has or does 
not have on such matters as the placing of group 
insurance, etc., or the investing in securities? 

~ MR, BRYDEN:” 1 think, Mr, Chairman, Mr. 
Lemmon has been involved in that end of the brief. 
MR. LEMMON: I am not. sure,Mr Chairman, exactly 


what is behind Mr. Brown's question. 
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- COMMISSIONER BROWN: There is nothing 
sinister. 

MR. LEMMON: But there are various aspects 
of approach on it. As you know, a man who is a directo 
of one life insurance company but is not a director 
of another and life insurance companies tend to recruit 
their directors from those people whom they feel can 
be of most value to the companies, to the policyholders 
from the agency point of view, from the investment 
point of nate and from other points of view. 

It is perhaps inevitable under those 
circumstances that people who are directors of other 
financial intermediaries will be invited to become 
directors of life insurance companies seeing that the 
life insurance companies are national institutions 
and other financial intermediaries are national 
institutions and the experience that makes a man — 
valuable to one national organtzation aaked him 
valuable to another national organization. 

Having been appointed a director of a life 
insurance company to say that he is entirely disinterested 
in the sale of life insurance would be a hundred per 
cent not true. He is invited to become interested in 
the-sale of life insurance. To what extent he uses 
his position as director of one company or director of 
another to influence life insurance TI am not ina 
position to answer completely. In our own case''we 
have group insurance on some companies of which our 
directors are also directors but there are plenty of 


others where we have not got group insurance. 
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As far as the investment end of the business 
is concerned, speaking personally I can certainly 
consult those directors who have knowledge and experienc 
in certain areas when certain investments are being 
considered and they are asked for their best judgment 
affecting particular businesses. IT think you would 
have to ask the individual directors how they solved 
the problem when there is a conflict of interest. 

I cannot answer for them. Now, is there something 
more on that you would like? 

COMMISSIONER BROWN: No, I think that just 
about, covers it. 

MR. RIEDER: Regarding conflict of interest 
I think a number of companies in Canada have a regular 
procedure which-is followed. If a director has a 
substantial interest in the dees party to any investmen 
transaction he has to declare his interest and refrain 
from discussion .and refrain from the decision. 

MR. LEMMON: I think that is reasonably 
true throughout the industry. 

COMMISSIONER BROWN: I am sorry, I did not 
quite catch the: last part. 

MR. RIEDER: If a director has a substantial 
interest in the other party to an investment trans-: 
action or any officer he must declare his interest and 
refrain a taking part in the discussion or the 
decision. 

COMMISSIONER BROWN: In other words, if 
an investment is being discussed in the debentures i 


a company in which he has a large interest he has to -- 


—_ 


| eontand edt to bis jnemsaevat odd oe 


bh ganted e18 atnemidasval nisite9, nedw eses atsii0s cit 
toomabut, Jeaod iuftedd 10T bextas ors ant bas bersbilearneo 
bisow voy Natdt TI .eoaeentaud wsluotdisq anitootis 
hDevlog yes wod erotosiib Isybiviboal ent aes ot svsd 
steeretat to tolitnos s ef.siedd nenw meLderg odd 
gafdtemos si1edt, af. .wol .medd s07 TOWEMS gonnsgo T 
Sexi. OSilyow voy tsdd no etom 

Jeut dedd dates I off : MWe AEMOTAaIMMOO 
| .ti anevoo dyods 

testedat to golltnos anibisseHh :ANGaIA. .AM 
Yeluge rs svsa sbsasod at sesiasqmoo to tedmun 6 NatdAd I 
§ eB todosiib s Tl .bewollot et-dotdw exubsooxd 
Jdemveeval yos oF yiasg sais end af teeretnt Istiostedve 
fisilet bas teevetat eid ersloseb, o¢ essd.on, noltosansxt 
-folafoob ond mort aisyter bas nolzevosib, mort 

Yidsnoaser et tsdd Notdd I. :VOMMELL. .AM 
»“rtaubat odd.guedguvoiwlt sunt 
goa bib I .yrroe ms I .:AWORE ARMOTCSIMMOD.. . 


,J1sq: tesl-end¢ doteo sdiup 


Istinsdgadve s sed todoextb s tL.) :HSCaIA .AM 


‘-eneid tnemvesvat as ot yinee teddo eft ot steoersdat 
| 5bas tesvtednt aid srelosb taum ec seottio yas to mottos 
eit to molagvoetbh ot mt tusq.agntusd mer nisi tor 

Aotatoob 


tt .ebtow veddo ol :UuWORG ABMoTegIMMOD. 


‘ % 


| to servinsdeb edt at boeavoetb gated at tnemtaevat ne 


: ie 


gongsiieqxe bas egbelwond svsd onw pee cig nem tivenoo . 


---~ ot esd on teotedat onral gs esd of dotdw at yasqmoo s 


Nethercut & Young - 2390 - 


Terente, Ontaric 

MR. RIEDER: He stands aside. 

COMMISSINER BROWN: He does not withdraw 
from the meeting? 

MR. RIEDER: No, he can listen but take no 
part in the -discussion. 

COMMISSIONER BROWN: And does the same 
apply if it is a question of somebody working out 
a group insurance policy in a company in which he has 
an interest? 

MR. RIEDER: Group insurance is very 
competitive and it is usually placed on the basis of 
competitive rates, I think, rather than directors 
influencing. The same condition doesnot apply... In 
fact, we do not discuss group policies with our directors, 
the sale of group business. They are more interested 
in investments. 

COMMISSIONER BROWN: Is there any 
prohibition on ivrestnones where the director has 
control of a company? 

MR. BRYDEN: Mr. Brown, Sub-section (9) of 
Section 63 of the Act says: 

"A company shall not lend any of its 
funds to a director or officer ofthe 

company or to the wife or a child of a 

director of officer except, in the case of 

a company registered to transact the busines 

of life insurance, upon the security of 

the tompany's own policies of life insurance 

nor shall a company lend any of its funds 


to a corporation if more than one-half of 
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the shares of the capital stock of the 

corporation are owned by a director of 

pantiooe of the company or the wife or a 

child of a director or officer, or by any 

combination of such persons." 
So there is complete prohibition under those 
circumstances. 

COMMESSIONER BROWN: But if it is not 
controlled there is no “prehibition, it is a question 
that he does not enter into it? 

MR. LEMMON: Declare his interest and he 
does not enter into the discussion or voting. 

COMMISSIONER HARROLD: I would like to turn 
to the individual you do Mhereey with rather than 
the company itself. In Section 4 you deal with life 
insurance savings and going down to paragraph 4.5 of 
page 34, I think it is, it says there: 

Na. sen changes in insurance 
ae tend to move fairly closely with 
movements in disposable personal income. 

A prolonged economic decline tends to 

have a relatively heavier impact on this 

form.of saving than it does on income while 

on the other hand, in periods of rapid 
inflation, with income rising, the increase 
in insurance saving tends to respond more 
slowly." 
There is a chart on the next page, I believe, which 
suggests other important time-lags in the savings 


category and I think later on in the brief you recogniz 
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this and say something about the inflationary trend 
having something to do with personal savings put would 
you have any information on other things that influence 
investments in life insurance saving as savings at the 
present time, changes in individuals that would suggest 
what does the individual consider when he makes these 
purchases or savings? Is it his idea as to what is 
going to happen as _— as he is concerned or inflation, 
or rise in prices of investment? 

MR, BRYDEN: That is a difficultoone to 
get at. In the en place you have a sales force who 
are attempting to market the products. Certainly as 
far’ as the timing is iene periods of recession are 
more difficult. Periods of expansion are relatively 
easy. In a period of expansion such as the time when 
you are having sit opens okay inflation you normally tend 
towards the sale; I think, of more group insurance and 
term insurance. - There is less emphasis on those 
plans that have . larger sized savings element. Mr. 
McCarthy he had a considerable amount to do with 
the makeup of this table. Possibly he could supplement 
what I have said. 

THE CHAIRMAN: Is that the total down into 
Li io 

MR, BRYDEN: Yes. 

MR. McCARTHY: I think you can summarize 
the answer to the question of what influences thé amount 
of savings that the individual does through life 
insurance by saying that it depends on three variables. 


The sales force, as Mr. Brown pointed out, is an 
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important one. The rating of disposable personal 
income as demonstrated in the table is dnéthe: one 

and the third one and the toughest one to try to be 
precise about is the one TI would labél expectations on 


the part of the individual potential buyer. His 


expectations fall into perhaps two categories, one, 
his future element of money coming in the organized type | 
plan he is buying which is future money income in a 
sense and perhaps also to a lesser extent he might be 
influenced by his expectation as to the future life of 
his own disposable income. If he was optimistic on 
his income prospects he might be a better prospect 
than if he was pessimistic on his future income prospects. 

COMMISSIONER HARROLD: And you mentioned 
sales force. Does that indicate that this decreases 
or increases from time to time in the insurance companies)? 

MR. BRYDEN: The number on the sales force? 

COMMISSIONER HARROLD: Yes. 

MR, BRYDEN: I do not think any of us ever 
decreased deliberately. You are normally attempting 
tO aeesae.s ous field force. There is a fairly high 
turnover as far as your agency force is concerned. . 
Some come with you and decide they do not -like the sellin 
of life insurance as a vocation; others stay with you. 
On balance you would be attempting almost at all times 
to inwtedes your total sales force of quality, ‘competent. 
life underwriters, 

COMMISSIONER HARROLD: How about employment 
trends? Does this show in the statistics at all rather | 


than disposable income? 
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| MR. BRYDEN: We have mentioned at one 
2 point herey I think 36, on page 18, that the life 
3 “nsurance industry had 45,500 fulltime personnel. in 


4 their service in Canada at the end of 1960. About 25,00 


5 of those were in administrative positions and approximately 
6 15,000 were full-time field representatives, 
7 " Now,. that has expanded quite significantly 


8 since 1939. .We did not have the 1935 figure but in 

9 19.39, we had 19,700. people... 1, do not believe we have 

10 that broken down between field types and administrative. 
11 COMMISSIONER HARROLD: I am sorry, maybe 


12 I. did not make it. quite clear. .I. was. thinking of the 


13 employment? trend in the country as a whole. 

14 MR.. BRYDEN;:.- I beg your. pardon. 

15 . MR. .McCARTHY: . I should say under that 

16 heading of expectations unemployment. perhaps would tend 
17 to. foster, in the potential policyholder a feeling of 

18 apprehension. about. his future, income... In a high level 

19 of unemployment he would be concerned: In a low level 
20 he would not..be concerned and that could have an 

mn inf Luence... 

22 COMMISSIONER GIBSON: On this table on page 
23 »5 there are times when the. life, insurance took, a, larger 
24 share of the disposable income, say, in the middle of 


25 the late 1930's and during the war and just after the 


26 war but reilly during the war these are the highest. 

27 percentages in. the whole picture. These were not 

28 times of particularly good expectation. . There were 

29 times when I suppose competitive factors were not strong 


30 How do you explain,.this? ~You have. a level in the 1930's 
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and during the war which is much higher than what we 
have had ever since the end of the war. nae 

MR. McCARTHY: Well, during the wartime 
period with the lack of availability of other forms of 
consumption and with incomes rising very quickly and 
having just emerged from a period of aiepise dor people 
were security conscious and suddenly came into the 
position of being able to do something about it. That, 
I think, would partially explain it. 

In the case of the depression period I think 
the ratio might be a bit misleading. I think you have 
to be careful in reading statistics of that sort. You 
will notice disposable income itself had gone down of 
itself. People that could afford to take care of future 
security in a period when this seemed terribly important 
to them perhaps did it more diligently and more 
extensively. 


COMMISSTONER GIBSON: In fact the insurance 


policies were kept alive but the income wae BOM Gou. 

MR, HOLMES: That is why the ratio was higher| 
in that period. 

MR. BRYDEN: There was an attempt during a 
period of that kind to rather do less consumer spending 
in order to keep this protection in existence. It is 
known sometimes as inculcating the premium paying habit. 

COMMISSIONER BROWN: This shows up in the 
figures for those years. 

THE CHAIRMAN: If you look at the personal 
savings column there is a minus column there. 


MR. BRYDEN: That was a point there, during 
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that period whenthere really was dis+saving. 

THE CHAIRMAN: But pretense 4 

MR. BRYDEN: They were keeping up their 
insurance premiums. | eAtcoig he 

THE CHAIRMAN : wiesnine them up ‘surprisingly 
well. Of course, insurance asi etnies would ‘be at. the 
door to persuade them to do that. 

MR, BRYDEN: And do not forget on our life 
insurance saving figure here that is not after soley : 
loans, that is, there were a large number of policy loan 
taken during this period which in turn bore down on the 
net saving. 

COMMISSIONER BROWN: Would the same thing 
apply in the other direction? In the more recent period 
of greater inflation on nnbedenateeuas their net saving 
part of it does not apply to the same degree. Well; 


the same emphasis. 


MR. BRYDEN: In recent years on term insuran e 
and group insurance it has not led to a cormesponding 
increase in the net savings because in both of a hose 
areas there are practically no reserves and no- > significa ae 
buildup. Rae | 

COMMISSIONER HARROLD: In the case of 
deposits left with the company and interest how 4s the 
rate of interest decided on? Does it relate to other. 
short-term interest rates? | | 

MR. POYNTZ: It is related to the net 
interest rate which the company earns on its own assets. 

COMMISSIONER HARROLD: Do these deposits sho 
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individuals are concerned or is it the other way round? 
MR, POYNTZ: Likely the other ae 
COMMISSIONER HARROLD: You do not find any 

seasonal trends? 
MR. -FOYNTZ:, MNo.,+ 4,403 not shia vit we do 

although Mr. .Falkner had some figures on seasonal trends 
MR. FALKNER: First, we did attempt to plot 

and it was important to us operating in Canada to keep 

tight : 
a fairly/rein on the funds available for investment. 
We did seek to cover every avenue that brought about 


cash outgoing in our company and we did phot for a 


period of close to 20 years the Canadian conditions 


in policy loans and the results were somewhat inconclusive. 
It appeared for a while -- you are'’speaking 
of whether we noticed any significant trend -- it appeared 


for a while as though’ people were calling upon us 


around income tax paying time for Soliey Lies nie in 
a few years that trend seemed to disappear and it is 
very difficult so be specific on seasonal trends for 
that type of -getaeunien 

MR, BRYDEN: Mr. Harrold, you realize, of 
course, that the net deposit left with the thee ae 
not a deposit account in the normal sense. It is 
policy deposits which are retained under option in the 
company for the policyholder. On Table 4.b which 
immediately follows the one we were talking about that 
sives some detail for the last 11 years. You will notic 
that the net deposits left with the companies in 1957 
was a negative figure and also you will notice in 1959 


that that was quite a point, between 1958 and 1960, and 
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I think that is relative to your comment as to how that 
account operates during periods when money might be 
considered to be tight. 

COMMISSIONER HARROLD: Going back to this 
interest rate again, you mentioned it was rated on 
company earnings. How often does a company change 
its interest rates? 

MR, POYNTZ: It probably determines the 
rate each year. It may not change it each year but it 
would determine it each year, 

COMMISSIONER HARROLD: With policy loans 
do you find that the jerreueus are the younger generation 
or older or is there any reason that you know of that 
they require these loans? Is it for business purposes 
or what is the general reason for individuals taking 


out loans? 
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MR. BRYDEN:=- @80hink that is a pretty diffi- 
cult question to answer. There is really no satisfacto 
method of finding out exactly what a person wants a 
policy loan for. It is contractual under the contract 
and he merely wants it, and you are under contract to 
provide it. So that the actual answer to that question 
is very difficult. I assume that some of it is used 
for personal reasons; emergency purposes and so on and 
some of it may well be for business purposes. To 
Say exactly why they are obtained, I do not think any 
of us can answer with any degree of preciseness. 

COMMISSIONER HARROLD: You have not put 
any figure on the average size of these loans either, 
have you? 

MR. BRYDEN: I do not think we have any 
figsures, except I think the average size of the loan 
is fairly small. oComing,at* this fromvanother angle, 
one of the problems in administering policy loans’ 
is that your expenses in administering a portfolio 
policy loan is’ significantly more than°that in°*respect 
to a mortgage or security portfolio. The answer that 
usuaily.€omesuupiis that because there arecsuchaa 
large number of small loans a lot of them may be auto- 
matic premium loans. As you know, most policies in 
the event that the premium is not paid go on what we 
call automatic premium payment until such time as it 
is paid or. becomes lapsed. Again that is usually a 
Small sum. 

COMMISSIONER HARROLD: Would you say the 


repayments of these loans are responsive to the business 
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cycle? 
MR. BRYDEN: Yes, I would think they are. 

Repayments were very heavy in the 1930's. Not all of 
them,came back.in cash, however... That is, one of our 
problems. Just aS a matter of interest, and this 
hapoens to be from our own position, for in Canada 
we had a monthly average last year of new loans to the 
extent of 264,000. Actually our average repayments 
were a little bit higher than 268,000 and of that only 
95,000 was repayment in cash. Some of it was repaid 
out of dividends and some of it became surrenders 
and that is one of the big problems in the policy loan 
business. Some came out as matured value. However, 
not all of your repayments come back in cash by any 
means. 

Mr. McCarthy, have you anything to add to 
that? 

MR. MeCARTHY: .1T would tend to. say in pursuin 
policy loans as they relate to investment and availabilit 
of funds, and would direct your attention to page 45, 
table 4.f, you will note in the last fifteen years, 
or in the postwar period, that the policy loans as 
a percentage of the company's assets have been fairly 
Stable around 43 per cent or thereabouts, quite sig- 
nificantly below levels that prevailed back in the 1930's 
when this item loomed much larger on the balance Sheet. 

Scanning over the American experience, one 
finds much the same,trend. In the life insurance 


industry. fact. book in the United States they have a serie 
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of these figures going back to 1890 and the trend in 
the 1945-1960 period has been much the same; down to 
around the 4 per cent level. So, as it relates to the 
capital market availability of funds, I would make the 
point that it is not or has not been; in that middle 
period, significant. 

COMMISSTONER HARROLD: Would it be fair to 
Say that this is a service which the companies provide 
rather than a form of business which they push? 

MR. MeCARTHY: It is a’ contractual ‘right that 
participating policyholders generally have and the 
company has to keep itself in a position to go on with 
that commitment. 

COMMISSIONER HARROLD: You do not push this 
as a form of utilization of assets? 

MR. MeCARTHY: Of course not. Company policy 
would be aimed at keeping the figure as low as possible. 

COMMISSIONER BROWN: This comes out on the 
basis that net returns after eee are lower for that 
investment than any other investment? 

THE CHAIRMAN: Not only that. 

MR. HOLMES: There is a heavier level of 
business on policy loans. 

COMMISSIONER GIBSON: In other words, it is 
a perfectly secure business but you do not want to 
compete in the small loans area? 

COMMISSIONER HARROLD: How about the interest 
rate on these loans? How is that arrived at? | 

MR. BRYDEN: The interest rate in Canada is 


a maximum of 6 per cent. I do not know that that is 
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expressed in any statute anywhere, but it has been sort 
of the unwritten rule in the industry for a number of 
years. Mr. Tuck, do you have any additional informatio 
in that regard? 

MR. TUCK: No,,I do not. think it is in the 
statutes, but there were discussions with the government 
and in parliament 25 years ago, and in the end the 
companies have as a matter of practice used the 6 per 
cent. figure. It is not more than 6 per cent. 

The rate, of course, is put in the,..policy, and.once it 
is there it is contractual, but in respect to new issues 
year by year it has not been greater than 6 per cent. 

MRe BRYDEN.+-.3t has been,as; Lows iL). think, 
as 5 per cent, certainly during periods when interest 
rates were low. 

COMMISSIONER HARROLD: They have not varied 
too much then? 

ME « TUCK:.' No, 

COMMISSIONER HARROLD: They have stayed 
around, 5,to.6 per cent? 

MR. BRYDEN: We tend to try to.let it stay 
at its existing rateas long as it is reasonable. At 
the potnt it becomes unreasonable we tend to move it. 

MR. RIEDER: During the past thirty years 
it has. been 6 per cent withthe exception of four or five 
years when we nearly all went down to 5 per cent. 

MR, BRYDEN: That was during a particularly 
easy money era. 

COMMISSIONER LEMAN: Table 4.f shows what 


it has been. Do you have any idea of what it could be 
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if everybody borrowed the maximum? 

MR. BRYDEN: It could become awfully close 
to the total of our reserves. 

MR. McCARTHY: If you went back to the American 
case during the high modernization period, since 1920, 
itihas been of the order of 20 per cent. If. you applied 
that to the Canadian picture today I think you would 
come up with a figure something like $1,400,000,000 
of outgo. 

COMMISSIONER LEMAN: That would be a bit of 
a mess. 

MR. McCARTHY: It would be about four times, 
or something of that order, what we had available last 
year of the total. It would take us out of the capital 
market. I think the point should be made, however, 
that if those conditions arose despite the upsetting 
he ae I think the industry would be able to handle 
the problem. 

COMMISSIONER LEMAN: In other words, 
this 6 per cent is not a statutory ceiling; you could 
raise it,? 

MR. LEMMON: It is in our existing contracts, 
however, 

MR. POYNTZ: We cannot do anything about 
it for existing business becaue the policy shows that 
the rate of interest will not be more than 6 per cent. 

COMMISSIONER GIBSON: Going back to the 
question of competition with other institutions, 
you have a very paenene Sen te table at page 118 which 


Shows what would happen to the assets of the savings 
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= 
type institutions in Canada. We took this table and trigdd 
to put it on an index basis, 1950 equals 100 because 
most of them start around 1950. This brings” ous 
a rather interesting point. The assets of life 
insurance companies have gone up a little more than 
double over that period; 218 roughly in 1961. This 
is a better record than the present savings deposits 
at chartered banks, but it is not as good a record as 
almost everything else except government annuities. It 
is a little better than government annuities and the 
Quebec Savings Bank, but compared with Canada savings 
bonds, trust companies, their own assets; investment 
companies: credit unions and mortgage loan companies -- 
particularly trust companies, investment companies 
and credit unions -- it is not as good a record although, 
as I say, it is better than that of the banks. Now, 
would you care to say anything about the thinking 
regarding this competition for the national savings? 
What are the factors that bring these varying rates 
about? Why are you not higher up the scale or, if 
you like, why are you better than the chartered banks? 
Is it relative to the turns on money, or is it because 
of inflation? 

MR. BRYDEN: I think Mr. Gibson Mr. Holmes 
has been alerted in respect to this point. 

MR. HOLMES: Mr. Gibson, my feeling would 
be to put it largely on inflation and the rise in the 
stock market in the fourteen years of that period. It 
has directed the minds of a number of people toward 


other forms of savings. It has not affected to any 
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1 great extent the small savers who must save in dollars. 
2 It has been the background of our business but we find 


2 a tendency in the last ten years toward larger buyers 

4 of insurance. They have all bought cheap life insurance 
5 and invested their money in other places. That has 

6 been.part of the, reason.I would say for the rise in 

7 other forms of savings, Such as in trustee pensions 

8 and in a number of these trust company savings. This 

9 is based on the theory, whether it happens or not, 

10 that quite a fair chunk of that money would go into 

11 stocks which are increasing in value. 

12 The credit union is a new development which 
13 Ido net think we can put in the same class. It isa 
14 different type of development. It is a co-operative 
15 development among employees. We have them in our own 


16 companies. 


17 COMMISSIONER GIBSON: It has to do with 
18 local circumstances and arrangements? 
19 MR. HOLMES: Yes, but investment companies, 


20 of course, have had an effect during the last ten 

71 years on the amount of savings that have gone into 

22 life insurance. 

23 I think if you go back to that other table 
24 that we were looking at a little while ago you will 

25 see very clearly that in poor times savings seem to 

26 be higher in llfe insurance, while in aggressive or 

27 inflationary times they tend to be not so great in 

28 Life, insurance. 

29 COMMISSIONER GIBSON: Perhaps I should not 


30 ask you the next question, but what do you think the 
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trend is? This is perhaps asking for a business fore- 
cast, but are you going to keep up in your share of 
savings in the community? 

MR. HOLMES: We have represented a big 
element in the savings element in this country,. probably 
more so than in any other country. The life insurance 
companies in Canada have represented a big element. 

It may be that we will never be quite as big again, 

but I do not myself think, if we are reasonably free 

of inflation, that there is any reason why there should 
be a big change in savings in life insurance, because 
for most men it is the most practical form of savings. 

COMMISSIONER GIBSON: Following this general 
picture would you say a little more about how you compete 
for savings? There are a number of things that you 
do, as I understand it, but you cannot apply more than 
a certain maximum interest rate. The last change was 
in 1961 and I believe it is 4 per cent in making voUe 
insurance calculations. You also have sek choices 
of actuarial tables that you can make, depending on 
the circumstances which you think are most suitable. 
This has varied quite a lot depending on business fore- 
cast, but what do you dc when you see that you are not 
keeping your share? What do you do to compete? 

How do you make your competition felt? Do you lower 
the premium? Do you allow additional earnings to 

go into participating dividends? What is your thinking 
in this regard? 


MR. HOLMES: You are thinking of the valuatio 
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rates on which! we have to calculate our liabilities? 

COMMISSIONER GIBSON: Yes. 

MR.°HOLMES: That has’ some effect but»is 
not themajor effect on life insurance costs. 

COMMISSIONER GIBSON: That is sort of a 
protection put in by the act? 

MR. HOLMES: Yes. For instance, the rates 
today are double, or much more than 4 per cent in Canada. 
You adjust your cost in your participating business and 
your dividends which have been going up year by year 
particularlywon the’savines: type of contracts. The 
Valuation ratewis;,: you might say, av minor factor in 
affecting the interest you actually give to the policy- 
holders. 

COMMISSIONER GIBSON: They receive parti- 
cipating dividends? 

MR. HOLMES: In the last six or sSeven-years 
there have been continuing decreases in non-participating 
rates and continual increases in dividends to partici- 
pating rates. 

COMMISSIONER GIBSON: I do not understand 
this point, MexmHoimes® You are reducing yours premiums 
on non-participating insurance as well, but you are 
required under the act, or at least you are not allowed 
to charge more than 4 per cent in making that calculation 
is that not worrect? 

MR. HOLMES: It is a calculation of your 
liabiLaty)}on thats polieyfoeMm,. Gibsons? It is not what 
you give the policyholder. The only place it enters 


into is, no matter how high the interest rate is, your 
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Preprrroy Was vo stand "ap: If you decrease the rate 
then it costs you a little moré to put business on 
your books compared to the liability you have to put 
Coe wou bo “LS nota “ane sor wacrer “ir regard vo Wha 
you give the policyholder. ie ea 1ICC Le. check en 


in giving all that the interest rate will allow, 


you 
thac Lo all. 

COMMISSIONER GIBSON: So in fact you are 
fairly free to reduce your premium on non-participating 
if you want? 

MR. HOLMES : Te Sis 

COMMISSTONER GIBSON: And do so in fact? 

MR. HOLMES: Yes. 

MR. POYNTZ: “Uculd we add to twaisy Mr. 
Chairman, that competition among the companies themselves 
will keep premium rates as low as is er We 
are not influenced too much, I think, in the share of 
the savings market in the way we move the level of our 
premium rates. We are influenced by the salesmanship 
that is employec. We have to sell the merits of our 
plan rather than the cost of it. 

COMMISSIONER GIBSON: In other words, you 
have been competing in new features, and tailoring 
insurance requirements to individual needs and that 
sort or thing? 

MR. POYNTZ! @aao is true. 

COMMISSIONER GIBSON: Competition tends 
to take this particular form, does it? 

MR. POYNTZ: Competition gets into a question 


of cost as between one life company and another, but as 
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too much bearing.’ This is a service. 
COMMISSIONER GIBSON: But 
competition in the interest rates and 
important? 
MRS: POYNPZ':.* Yes 3 
- COMMISSIONER GIBSON: But 
of competition between insurance as a 
and other forms of savings, you would 


in as being a very important factor? 


between our method of savings and another, it has not 
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MR. POYNTZ: No, because you know it will 
be as low as feasible anyway by reason of the competition, 
so you.are not.selling.on a. cost eee you are selling 
one form of saving as against another, 

COMMISSIONER GIBSON: But you don't put much 
emphasis on the sales efforts in selling insurance 
generally on the net interest rate a person will obtain? 

MRe POYNTZ:,..No. 

COMMISSIONER MACKINTOSH: You don't exactly 
whisper about the prespective policy dividends. 

DR: gPOMNT Zt. ee Oty vO. 

COMMISSIONER GIBSON: You seem to go at 
this very strongly,.teo; ee you are competing for 
pure savings you put this very strongly, the interest 
rate setup? a 

MR. POYNTZ: Yes. 

COMMISSIONER GIBSON: But the distinction 
is) that thks asia cpuiiia tine in the insurance side; 
as the saving element increases the interest. rate 
increases?. 

MR. HOMES : I think in our ordinary 
approach in salesmanship a salesmen approach the 
insurance angle first and the savings angle second; 

I think a great many of our men do emphasize the 
savings angle in the insurance sales and the approximate 
return. 

COMMISSIONER GIBSON: What do you say 
yourselves as an individual company; . suppose you don't 
think you are . as well as you should and you should 


be getting a share of thesavings. I take it that you 
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take a look at your whole sales efforts and put on a 
more vigorous campaign. Can you talk about the sort 
of thing you do in these circumstances? 

MR. HOLMES: LI think personally you cut 
your rates .if°youscan affordsto-do it. Our,sales 
campaigns are continuous things and whether we are getting 
our share or not, we would like a larger share. We go 
at that all the time, but I think if you are running 
out-of competition, as Mr. «Poyntz says, your most 
obvious competition is your other insurance companies, 
but nevertheless you have this other competition and if 
you are getting out of it and you feel you can operate 
on a more attractive basis, you will do it. 

COMMISSIONER BROWN: How fast does this 
reaction take place; how closely do you watch within 
the industry to see whether your company is keeping 
its position? 

MR, HOLMES: It takes place very fast; we 
hear from our men in the field almost right away. 

COMMISSIONER BROWN: You hear from them ? 

MR. HOLMES : cs we hear from the men in 
the field oif \MrasPoyntz* puts out a rate that beats ours, 
we hear about it within a very short time. 

COMMISSIONER BROWN: Then, how about when 
the industry as’a whole is meeting this relative positio 
in the competition for the savings of the public? For 
instance, between 1957 and 1958 the increase was not 
as great as it had been, but are there any major 
changes in policy? 


MR, HOLMES: That is the thing that is not 
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as obvious to our salesmen as the competition of the 

other life insurance companies but it enters into the 
thinking of the head office eventually. Our reaction 
admittedly may not be as fast to that as it is to competition 
with other life insurance companies, but the whole thing 

tends to --- 

COMMISSIONER BROWN: Did you do anything 
between 1957 and 1958 -- was there a general change in 
attitude of the insurance companies? 

MR, HOLMES: I don't think there is a change 
in that specific year, but there has been a continuous 
change through that whole period. I don't think there 
was a specific change in that year. 

COMMISSTONER GIBSON: Your reaction, you say, 
in your company is that you have a new angle and it is 
to meet that competition in one way or another; either 
with something that is rather similar, or what do you 
call it if things are not going so well and you have 
to look at your whole sales system, or staff, or has 
this system changed? 

MR. HOLMES: You are just talking about 
general company management? 

COMMISSIONER GIBSON: Yes. 

MR. HOLMES: Yes, you are looking at these 
things all the time. Sometimes you don't look sharply 
enough, I admit that, but you are looking at all these 
things; . whether your men can make money and make a 
living on selling and that affects what you think of your 
compensation system, whether you are meeting the competition 


and that affects the cost of your policies. You have to 
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think of these things all the time to find out if you 
are in difficulty -- if you have difficulties meeting 
their competition then there are certain areas where 
maybe you can do that, too. 

COMMISSIONER GIBSON: It isn't just a questian 
of the product, it is a question of how well you sell 
rvs 

MR, HOLMES: Yes, and we may be doing entirely 
different things or meeting entirely different types of 
competition in our United States business than we are 
doing in our Canadian business. We don't do the thing 
exactly the same everywhere. You find out where you 
can do the best and you do that. 

COMMISSIONER BROWN: You gather there is 
no difference in the intensity of this competition that 
is between a mutual company as such and a stock owned 
company. 

COMMISSIONER GIBSON: Every once in a while 
in meeting that business you take a wd at your affairs 
and say, "We have got to have something better and get 


' and so on. What are the things 


it moving better again, ' 
that make you do this? Is it the fact that some other 
insurance company is getting ahead; is it possible that 
interest rates are going up or would a change in the 
banking rate --- in other words, what I am getting at 

is does your sales effort, your efforts on the liability 
Side to get business, how does it respond to changes 

in environment, both competition with yourselves and 


other savings institutions and the general financial 


requirements? 
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MR, RIEDER: I think in the agency departmen 
of all companies there is a continual drive for more 
and more business. Good quality business is considered, 
of course, but it is the automatic continuous selling 
regardless of everything else. 

~COMMISSIONER GIBSON: You would be in a 
position to offer more if interest rates were rising, 
would you not? 

MR. RIEDER: Yes. 

-~COMMESSTIONER GIBSON: It might change your 
competitive. terms? 

MR. RIEDER: Rates might be changed under 
those circumstances but there would be still a 
continuous selling effort to increase the sales force 
in numbers and by volume sold per agent. 

COMMISSIONER GIBSON: But suppose that 
money is tight and there is a certain amount of fear 
of inflation -- we have had these periods in His age 
two years -- does this bring forth an extra effort 
to help your position? 

MR, BRYDEN: It brings forth an extra 
effort to help your field force; they are running into 
tough competition under thatkind of a situation and 
certainly you tend to put on as much extra effort as 
you can. 

On this. business of competition by the 
industry, possibly one of the examples here would be 
if you would look at the pension plans and the rapid 
increases. in total assets. I am Seetaate is one of 


the major reasons which moved us into the position of 
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asking last year for legislation for aggregate funds 


so that we also could have our group pension schemes 

at least partly invested in equities. During that period 
from 1955 through to, say geile aumbee of pension 
plans which shifted over to some partial investment and 


complete investment in equities is very significant. 


As a matter of fact, a lot of what we call 


insured plans shifted over to that type of investment. 


Now, that caused us to approach the Superintendent »' 
with a view to being able to establish these aggregate 


funds so that we could offer equity investment as a 


facility in our pension fund offerings. 


That will be 
an example of doing something on the over-all basis 


when you were losing out in relation to some other 
intermediates. 


COMMISSIONER GIBSON: Extending your 
facilities to meet competition, and is tis generally | 
going on? Is this a trend in your opinion? 


You are 
widening the scope of your competitive activities? 


MR. BRYDEN: 


TI think to a considerable 
extent, yes. 


was, 


Certainly in that particular case it 


but I think that industry as a whole, 


since they 
do deal in guaranteed values, fixed dollar values, 


as been at somewhat of a disadvantage for the last 10 or 


15 years because of the rather significant inflation 
which has gone on, 


where fixed dollars in X number 


of years from now were not as attractive as some piece 


of an equity that was supposed to double, That situatio 
may be changing. 


COMMISSIONER GIBSON: But you don't think 
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that the insurance companies in their pressure to get 
business will respond very much to change in interest 
rates and tightness of money? a 

MR. BRYDEN: = 1 Not in their pressure to 
get business but that is the sort of thing that shows 
up in rate reductions, increased dividends, and so a 
Your product under these conditions gets better but I 
don't think it changes one iota the pressure you are 
normally using through your field force to get business. 

COMMISSIONER GIBSON: But are your rates 
and your competitive efit arte likely to change -- do they 
tend to change more rapidly now in the face of the 
increased competition for savings outside of your 


business than they used to be? 


MR. BRYDEN: I would think the change in 
rates that is happening oumsyen-tiky is much more a reflecti n 
of increased investment earnings and some extension of 
your mortality situation than it is necessarily 
competition.from outside. Mr. Poyntz said onmbier that 
they are going to try to do it as low as is feasible, 
and all this is part of this feasibility. 

MR. POYNTZ:,; I think you are trying to get 
at how responsive are bs to changes. Well, the company. 
continually calculates its net yield, its interest 
return on various categories of assets and by different 
territories. It: is continually Lait ed coante ene its 
mortality, experience, and we are not using the old 
tables we are using the new modern tables tied to our 
own company's experience, and we are continually studying 


factors 
the expense / © and how they are applied to the various 
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Glasses of business so that each year the: gaan: 
will determine whether it can make any changes tn the s 
premium rates for a particular plan or a group of plens 
or whether it can make any changes in dividend scale — 
for existing business, and these do enahasreren shh to 
year. | 

Now, on the subject of short-term, because 
of changing premium rates and because they are going 
to cover long periods in the future, we can't respond 
immediately, we have to determine if we can how long 
this will last and what the average effect will be 
for the future lifetime of these policies, so we are 
limited in our reaction to it. 

MR, BRYDEN: Mr. Chairman, on page 32, 
Section 3.57, we do state the example of one medium- 
sized company that since 1950 had reduced its whole : 
life non-participating rates eight times, increased its 


dividend scale five times and changed its group pension | 


rates 15 times to keep the price of its products in line 
with changing interest, mortality and expense experience. 

COMMISSIONER BROWN: Do these changes all 
go in the same direction? 

MR, BRYDEN: Yes, I would say so. You have 
reduced your rates at times and your dividends have 
been going up during that period, and as far as group 
is concerned I think that -- I don't know of any change 
that has been upward, I think they would all have been 
downward. | 

COMMISSIONER BROWN: I just wanted to get 


whether there was a trend they were following or whether 
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they were jumping around. 
MR, BRYDEN: No, that would be the trend. 
MR. RAPSEY: I think there is one further 
point, Mr. Chairman, that hasn't been brought out, and 
I think if you look at the percentage change invthis 
table 7a that it could be quite easily explained -- 
not easily explained, but there is one basis of reason. 
COMMISSIONER BROWN: What page is that? 
MR .CRAPSEY20on thas Fa onud1Bed 5 anote 
from a well Known magazine published in the lastfew wéek 
it says that the best formula for investment by the 
modest capitalist is still a little money at the bank 
first, then you have coverage and then a good unit for 
mutual -funds;yso I think that explains it, that the 
mutual funds will grow more rapidly in a period of 
prosperity, if that thesis is acceptable. 
COMMISSIONER BROWN: This brings back the 
supplementary HOSS taah in an answer Mr. Holmes gave 
me in that the larger policy -- the people who under 
ordinary circumstances would be buying large policies 
of straight life, not only for investment but mutual 
fund --- 
MR. HOLMES: You see, vin the last 10 years 
there has been that tendency, 
COMMISSIONER BROWN: Has this shown up 
in the average size of policy that has been written? 
MR. HOLMES: They are large policies, they 
are termrtype’policies. 
COMMISSIONER BROWN: Has this shown up 


in the change in the average size of the ordinary life 
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MR, HOLMES: Well, 


what we h 


definite lower cdést type of policy, 


THE CHATRMAN: The 


MR. HOLMES: Yes. 


And 


it in that way? 


MR. HOLMES: Yes. 


COMMISSIONER BROWN: 


we are not interested in provincial legislation, 


MR. BRYDEN: 


MR, TUCK: In the area of legislation discussed 


in the brief most --- 


COMMISSIONER BROWN: 


MR. TUCK: 


T would like Mr. 


the average ordinary 


life policy has been increasing quite rapidly through 


ave in this is a very 


less saving» element 


in the poltcy which is sold on the average and a lower 


degree of income per thousand of insurance. 


insurance is more for 


the purpose of protection than as a method of saving? 


when there is, greater 


affluence people have more money they can put into 


savings and if they still want protection they can get 


But the section on 


the question of Sadedic icadiehs and supervision the suggestions 
you have made have all got to do with possible changes 
you have made no reference 
to possible changes in the provincial legislation and 


this may be because this is a federal commission and 


BUD 


was wondering if this was a fact and you are completely 


satisfied with provincial legislation. 


Tuck to reply 


What page is that? 


I was in the area of legislation 


a A 
is\ Pipes 
¢ ‘aj 
Te oy), 
4 


yusaibyo sgstevs ond .[leW +2 7M ie 


a 


| ba oa 
dgvordt yibtqst stivp ynteseiont esd asd yotlog hia gt a 
ee 


ip) 


safe at botieq dsrit 


yrev 6 at atdd at over ow dadw 


| taemefs saivse eeol .yotfoq to squad ge6o towol sd int teb 
4 yowol s Drs esgsievs ond no bloe at dotdw ednitan ede mt 
ie .sonseivent To basevond teq emoont to se r2eb 
4 “ot gvom at sonsmwent eAT :AMATAMO RT 
; fsnivse to bodtiem s ep nedd noftostoxrg To saoquugq orld 
ae. | .eeY  :83MI0H AM 
F. yetsorn at exedd nonw boA . :WAMAITAHD. SHT 
oint tIvq aso yeds yenom sirom seven siqosq soneul tts 
| Jes a60 yodd nofitdosetonrg Joasw [lite yodd tr bas aanivse 
Fysw dads at tt 
»eeY.:2aMI08) ..AM | et . 
no moftvosa shit dua ..UWORE) HEMOTeSTMMOD | | of | 
one edd nofaivi1eqve brs op kilt anes to noftesup ent jM 
| sounerio oldigeoq Atiw,ob- od tog tis eved sbsm even yoy &t : 
eoneiste: of ebsm sved voy  ;nottsieteel I[erebet end mt (Qt ip 
a bis colisileteel fsfonivorq edd af aeansdo eldteeoq ot OS ‘ 
sa bis sofseimmos Ienebet s af atdd seusoed od vem eftdd ite 
4 Iodud ,nottsletgel Latoatvore at botesistat tom es ow iS& 
a ylevelqmoo sexs voy bas test s asw atds tt gatuebnow esw Ne 
a cottslatgel Istontvorg Adiw beltatise jas 
4 viger of dowT .oM ott BlyowlT | :MHCvAa AM , ae 


stent ot og ’ 
eevoatlbh dnoidslatfgel to sers end nI yXOUT .AM 


sees taom Ttefid- endtoat 


q Sdsdt ef egsq teAW :MUWOAE ARMOTBATMMOD 


| motteletger to sexs edt mi esw I. :NOUT AM. 
, 7 4 a A ra | 


Ai | ere: 1 San gus 


ee ae 


agg 


al 


—= 


wl 
a. 


a 
mm 


2 Nethercut & Young « QHO6. «= 


Terente, Ontarie 
which is discussed in the brief. 

MR. BRYDEN: I think it is page 37. 

MR. TUCK: Which is legislation respecting 
investments and there are really only two provincial 
legislatures in which we have a substantial interest, 
and that is Ontario and Quebec because there are just 
two or three provincial companies incorporated in 
provinces other than those two. 

Ontario 

Some years agy adopted the practice for 
its provincially incorporated companies of following 
the federal legislation after a lapse of a year or two, 

At the moment the investment powers of Ontario incorporated 
companies are the same as the investment powers of 

federal companies were prior to the 1961 amendment. 

These companies have asked for an amendment similar to 

the ones made by Parliament and the Superintendent 

and his Minister have approved of this and I think that the 
amendments were going to the legislature at the next 


session. 
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Terente, Ontario 
In Quebec the situation is somewhat different. The 
investment legislation respecting the companies is not 
nearly as detailed as the Ottawa and Ontario legislation. 
In many respects it is more general; in one or two 
it is more confined. These companies have been consider 
ing whether to put forward suggestions. There may be 
some delay in reaction by the Quebec legislature because 
some years ago a - commission was appointed to survey 
the whole field of insurance legislation and its report is 
in the government's hands and there has been no indication 
of the reaction. In those two provinces the companies 
concerned are just as interested in investment 
legislation as the government but because of the 
preponderant interest of the federal companies,and the 
fact that federal legislation also affects non-resident 
nt Ieee een 8 deals with it and makes short 
reference to the provinchal picture. 
COMMISSIONER BROWN: ‘The provincial regulatian 
in abl provinces is the regulation sofsagency, tsn't it? 
MR. TUCK: ‘Two big areas: sae regulation 
of agents, agency practices and licensing of agents 
and the regulation of insurance contracts, and the 
companies have been very active particularly in the latter 
in proposing changes to the provincial superintendents 
of insurance, and within the last few days there has 
come into force in nine of the ten provinces a complete 
revision of the provincial law relating to life insurance 
contracts. This is uniform in all common law provinces: 
COMMISSIONER BROWN: And you are all perfectly 


satisfied with the situation that exists with this 
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Terente, Ontario 
legislation? 

MR, TUCK: Well, you are never perfectly | 
satisfied. You put forward your proposals and you get 
some; you don't get them all. Actually, in the end 
the revision to the provincial laws reflects the views 
of the companies on a great many points, and we 
whole-heartedly supported the revision. We think it 
was a very substantial improvement over the old act. 

COMMISSIONER BROWN: As far as federal 
supervision is concerned, I would like to fly.a kite, 
and I don't want you to egies this is other than flying 
a kite, but I would like to get some reactions. At 
the moment there is one individual who is Superintendent 
of Insurance; there is another one who is Inspector 
General of Banks, and there are other near bank 
institutions that come under, in large part, the 
Superintendent of Insurance. Are there disabilities 
connected with. having a one man operation, or should 
it be, say, a three man operation supervising all 
financial institutions generally to get a correlation 
of..policies? 

MR, TUCK: I don't know that we have. any 
answer to that. We think the federal.supervision of 
our business has. been constructive. We think it has 
been very efficiently handled and I don't think we 
have had experience in any jurisdiction where there is 
general supervision of all financial institutions. 
Problems are very different, but the fact the Superintendent 
of Insurance puts on his hat tomorrow and regulates 


Small loan companies does not seem to be a disability 
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as far as we are concerned. We don't know what he does 
in that area, but as far as we are concerned he and his 
staff devote a substantial portion of their time to 
our affairs and we think they do a first class job. 

MR. HOLMES: I think those of us who have 
done business in foreign fields are very much impressed 
with the efficiency of the department at Ottawa and 

the insurance department at Ottawa. 

MR. POYNTZ: I certainly agree with that. 

COMMISSIONER LEMAN: In the solvency field 
do the provinces have the same kinds of tests? Are 
they as elaborate as the federal tests? 

Mae BUCK sa 1 Yes igin; athey aan for the 
provincial companies. They have equivalent tests. 
Again, it is particularly Ontario and Quebec because 
that is where the companies are, and the record of the 
Supervision has been quite good. No provincial life 
insurance company has lost money for its policyholders. 

COMMISSIONER BROWN: On this question of 
legislation and supervision, let us deal with another 
general possibility: Would it be feasible to remove 
all controls over the types of investments you have? 

MR, BRYDEN: It sounds like Mr. Brown is 
certainly starting to fly kites. 

COMMISSIONER BROWN: Well, this exists in 
the United Kingdom? 

MR,BRYDEN: It does pretty well exist in the 
United Kingdom. It could be feasible. It would present 
agifficulties, I think, though as far as the Canadian 


companies that do business in the United States are 
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concerned, they have a fairly tight set of rules and 
regulations over there. I don!tt know whether there is 
any United Kingdom company doing business in the United 
States -- is there? 

MR, HOLMES: No. 

MR. BRYDEN: It would be feasible, but I 
don't suspect it would be desirable. But as far as 
the rules and regulations are concerned under which we 
do operate, it seems to me that they are basically for 
the purpose of not allowing the companies into investments 
that have undue risk, or other regulations which tend 
to stop concentration of power, and within that frame- 
work I think we are all relatively free to do a fairly 
broad job. 

COMMISSIONER GIBSON: If you were free 
of regulation, this would impede your business or 
handicap you in the United States, wouldn't it? 

MR, BRYDEN: That would be my impression, 
yes. 

MR, HOLMES: I would not think it would 
affect you if you stayed wrthat the regulations in the 
United States but they would tend to regulate you 
then instead of the government here, 

MR. BRYDEN: At the moment, on balance, 
they are prepared to accept the Canadian insurance laws. 
If these were non-existent, I think that in our operations 
in the United States we would then be made subject to 
the local state laws whatever they might be. 
COMMISSIONER LEMAN: Does the regulatory 


body in the United States in the solvency field regulate 
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you in the sense you have to Besos ae them and they 
can test your solvency according to their own rules 
for the business you write in the States? 

MR, TUCK: That is quite right, and each 
state has eaves that require you to maintain assets in 
the United States to cover your liabilities there. TI 
think Mr. Bryden is right in the sense that because of 
the existence of strong supervision in Canada the U.S. 
states don't concern themselves with the very important 
factor in relation toi the protection iof U.S. policy- 
holders, and that'-is, is| the company as a whole solvent, 
eae this is an extra protection over) and above havin 
trusteed assets in the jurisdiction, They might: well 
say, if there was no Canadian supervision, 'We must 
also put inspectors in to check on the solvency of 
the total company”. 

COMMISSIONER BROWN: Would this apply with 
the Canadian supervision of U.K. ‘companies operated in 
Canada? 

MR. TUCK: No. JI think there are many 
factors there: ‘The reputation of the U.K. companies 
themselves, and the ability they have shown over many 
decades to handle themselves properly has had the 
effect of the Canadian superintendent saying, "I can 
determine solvency of the total company by looking 
at. their total statements, knowing that is filed with 
the Board of Trade, knowing that there is some general 
inspection of their total position there". I think 
that is the difference, 


COMMISSIONER BROWN: Have you anything to 
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Terente, Ontario 
add, Mr. Westwater? 

“MR. WESTWATER: . I don't think I have anythin 
to add to that. We find-some of the aspects of,the 
legislation perhaps a little irksome as compared to the 
freedom we enjoy. in the United Kingdom, but on the 
other hand I would say it is in some sense an advantage 
to us to be regulated, because it is an.external company, 
and if there were any doubts shown with respect to the 
financial situation presented in Britain, the fact we 
have a strictly regulated position here is an advantage 
on our Canadian operation. 

COMMISSIONER LEMAN: Coming back to the point 
made. earlier, suppose .you were successful, in obtaining 
a system under which you would have subsidiaries for 
foreign operations separate from the main body doing 
business or writing business in Canada: Would that 
change the situation some? 

MR. -ROYNTZ s T don't. believe, that. would 
Change the situation as far as our Canadian Operations 
are, concerned. . I think we are considering the Canadian 
business, arn't we, and what has been said about 
regulation here, I think, would not be changed by that. 

COMMISSTONER LEMAN: Are there not different 
characteristics in different countries about the -yields 
you can get on various assets etc., so if..you had one 
subsidiary writing business in the States,. and one 
writing business in the United Kingdom, ,...and another 
writing business in the Caribbean, then the solvency 
tests and the regulations etc., would be dovetailed 


to the particular area where it does busiress, and the 
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parent body in Canada, writing business in Canada -- 

its rules, limitations, stringencies, etc., would be 
particularly adapted to the Canadian market. Wouldn't 
it be somewhat more flexible, or are the rules universal 
for testing insurance companies! operations -- should 
they be? 

MR, POYNTZ: They are not universal. I 
think our reason for suggesting that there might be 
advantages to having separate companies by area is that 
we run into nationalistic regulations in certain areas 
rather difficult to comply with, and it would be perfectly 
obvious if we had subsidiaries these would only affect 
that small part of the company's business that was in 
the subsidiary. 

We might explain that by relating to 
Cuba again: Some of the companies had Cuban investments 
covering their Cuban liabilities. The liabilities are 
liabilities of the whole company. The assets are affecte 
by Cuban law and they may deteriorate for that reason, 
and yet the liability is not affected at all. The 
total ‘company is assuming the liability. I think-that 
is possibly one reason why we thought it might be 
advantageous in some way to segregate the whole business 
into one company in that area, 

MR, HOLMES: I think IT-am'right in saying 
we really haven't by any means made up our mind this 
is an advantage. I don't think any of us can think 
of any of these jurisdictions we would rather be 
supervised by than by the department at Ottawa. 


COMMISSIONER BROWN: Would these jurisdictions 
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accept the Ottawa supervision? 

MR, HOLMES: TheyCAOnIt accept it entirely, 
but they have accepted it remarkably well because it 
has a standing in the supervision field that is rather 
outstanding, I would say. 

‘MR. RIEDER: I should not be talking on this 
topic because my company is confined to Canada, but to 
answer Mr. Leman's question, if a company operates 
in both Canada and the United States its United States 
business is subject to United States regulationand 
valuation laws and so on, even under the present system, 
for subsidiaries, 

MR. HOLMES: As far as deposits in the 
United States are concerned. 

MR.) RIEDER: Yes. 

COMMISSIONER LEMAN: How do they compare in 
general? Are they as tight as they are here? 

MR, LEMMON: New York State is much tighter, 

MR. TUCK: In general, Canada is half-way 
between the United Kingdom with little regulation and 
the United States with a whole lot. 

COMMISSIONER MacKEEN: There are some 
regulations in some of the States --- 

MR. TUCK: That was true of. one large states 
for many years: It had a local investment law; that has 
been repealed. 

COMMISSIONER MacKEEN: I see. 

MR. TUCK: Whether there are any today -- 

I think there is one today which has a local law; the 


companies haven't gone into that state. However, they 
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are, in 48 of .50. 

COMMISSTONER MACKINTOSH: I would like to 
bring Mr. Brown's kite down to earth and ask you if the 
investment- limitations of the Investment Act were remove 
what difference it would make in the structure and 
management of investments? 

MR. BRYDEN: If those investment regulations 
were removed I don't suspect it would make very much 
difference. We have now broad categories of assets 
within which we can invest. We also have the so-called 
5 per cent basket which is open for non-authorized 
investments, if you will. My guess would be even if 
we did not have any investment restrictions that what 
we would do would not be significantly different from 
what we are doing now. 

COMMISSIONER MACKINTOSH: Is this because 
you are conditioned to the law, or because you can't 
think of any more’ attractive investments? 

MR. TUCK: The law keeps changing. 

MR, LEMMON: I think the only area really 
where the law is restrictive, and where we feel it 
every day of the operation, is the 66-2/3 limitation 
on real estate mortgages, and that limitation is not 
removed by the basket. In other words, we cannot make 
a mortgage loan in excess of 66-2/3 per cent of the 
value of the property either in the basket or out of it. 
Whether the companies would, in fact, make 75 per cent 
or 85 per cent loans, or some higher percentage loans, 
if that was removed is a matter of opinion. I think 


there would be higher percentage loans made in some 
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areas, but I would think that is the only important 

area where restrictions of the Life Insurance Act 

really prevent us from doing something we might otherwise 
do, 

COMMISSIONER BROWN: Let us look at the 
restrictions ae ecvainoe view of the percentage of 
various assets you can put in with regard to restrictions 
on solvency--- in other words, with mortgages you can 
only have 66-2/3 because that is the way they would be 
valued. In other words, are the percentages --- do 
you find them restrictive --the 5 per cent basket clause, 
the 10 per cent on real estate, the 15 per cent for 
common stocks -- you mentioned these others? 

MR. LEMMON: You have voreinemeus only 
really percentage limitation on us -- the 5 per cent 
basket and the 15 per cent in common stocks and the 10 
per cent in income real estate, 

COMMISSIONER BROWN: Yes. 

MR, LEMMON: We did ask, as you will see 
in the brief, the Superintendent of Insurance to lift the 
15 per cent restriction on common stocks. It is the 
opinion of the industry from the long-term point of view 
that should be lifted. On the other hand, with the 

exception of some of the long-term resident companies 
none of them are pressing on that at the moment. Never- 
theless, the industry feels it should be raised. The 
10 per cent limit on real estate is a fairly recent one. 
It was a percentage suggested by the industry at the 
time of the revision of the Act. «»I-believe it is 


reasonably acceptable to the industry at the moment. 


Whether it will be always in future years, I don't know. 
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The 5 per cent basket is also a new one 
lifted from three a year ago. The superintendent tossed 
back at the industry at that time that although very 
few companies used the basket up to that time, those 
few that had used it obviously wanted it raised, the 
others were not all that interested. “I think some 
companies would still like to use five percent. 

IT am not sure that that is industrywide. 

COMMISSICNSR BROWN: Then, let us fous a) a) 
the measurement of the solvency which is also part 
of the whole picture, Is it-not? 

MR. LEMMON: Yes. 

COMMISSIONER BROWN: In other words, the 
basis’'on which your assets are valued” for this solvency 
reserve fund. 

MR. LEMMON: Yes. 

COMMISSIONER BROWN: In that the only point 
Which has been taken up in your brief is the question 
of using the amortized value for the measurement of 
municipal‘securities and I gather there has ‘been a 
mirorfvy “of reports that is *not fully in favour of such 
change because of the inefficiency of trading 
operations. 

Now, to what extent do the use of amortized 
values on federal and municipal governments and their 
securities “ inhibit trading? 

MR. LEMMON: Well, Mr. Chairman, if I might, 
this is a matter of discussion within the industry 
LUGe LL SF When we asked for the extension of the 


amortized principal to other types of bonds, namely, 
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municipals, as you are aware there was a minority. view 
of this. dindusbrynfteltequitenstronglynthat tt« does. 
Certain companies; felt, thate-it' does’ nots 
You understand the background of that, 
of. course,,..that.if you have'‘a bond where: you can 
elaim,for vaiuasion »-aurpeses par sforia 3aper cent, say, 
and, that ;3 per-eent bondsisrselbingpats85 inethe wharket 
and jyourseLL itryouvlose in fact the protection of 
that value for annual statement purposes. ee 
There is= feehingathere would “bea dis- 
inclination to sell that bond even though it might 
be a desirable sale rather than lose that protection 
of par value for statement purposes rather than current 
market. Some ;of; the rest: ,of us feel 
that it is no more deterrent, the amortized value 
is, no more,a ideterrent);than ‘the book value, I do 
not. think the industry could present a united front 
on. that one. Some of us feel it is: not a major deterren 
to trading and other members of the industry feel 
tha GG vba. We have not any statistics to prove it 
one, way,.or ithe, other. 
COMMISSIONER BROWN: How real are these 
measurements of solvency ina market like 
the present when you have got an amortized basis of 
valuation as such a large proportion of your whole 
investment? 
MR. LEMMON: Well, you realize, of course, 
Mr. Chairman, that in the United States they permit 
the use of amortized values. Not only do they permit 


the use of amortized values, but they require the use 
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of amortized values for your statements at the end 
of the year on the theory that as long as the bond 
remains in good standing and there is no doubt 
whatever about the payment of interest or sinking 
insurance company's assets fluctuate in value due to 
changes in interest rates and bond prices change in 
value on. the market? 

Bond prices change in value on the. market 
for two reasons. One is a change in the basic interest 
rate structure’ and the other is some change in the 
credit rating of the borrower itself. We are not_dis- 
missing the latter really because the United States 
by use of ratings for securities attempts’ to eliminate 
those from the amortized list. So when you are only 
talking about those bonds about which pes is no 
question about..the’ type of interest or <interest rate 
or principal othe philosophy “is: that: a) (Life:;insurance 
company in a long term transaction, not being subject 
to the presentation of liabilities on demand as a 
chartered bank is, for instance, could afford to 
purchase bonds and hold them through to maturity on 
the yield on which they were purchased, and get this 
money in’ accordance with the contract and not really 
be concerned with fluctuations during it. 

It is the feeling of a number of the members 
of theindustry that to value life insurance companies' 
assets or particularly the security section of them 
on market values at the end of the year is to put the 


life insurance companies on an arbitrary basis as of.a 
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given date which is not the realistic value of the 

nature of a life insurance company's operation. 
COMMISSIONER BROWN: I gather from the 

brief that the external companies operating in Canada 

have their assets valued on a market value basis. 

MR. LEMMON: That is right. 

COMMISSIONER. BROWN: Why are the different 
restrictions imposed? 

MR. LEMMON: I could suggest that that 
question be levied at the superintendent of insurance 
because he i8 the one who lays down the regulations, 
but fundamentally I believe -- and again perhaps I 
am putting words in his mouth that might better come 
directly from him -- that he has not control over the 
total operations of those companies but only over one 
little segment of them and they may well Be put on 
a liquidating basis at any date, In other words, 
if a company organized under the laws of Timbuctoo came 
in to do life insurance business in Canada and then 
decided some years later they did not want to do life 
insurance business in Canada any more, you might find 
it very. difficult to pursue them to Timbuctoo and be 
on the basis of reinsuring the liabilities with some 
other companies in Canada and he might probably in 
that case get it best on the market value of the 
securities deposited. That is not the way of purchasin 
the obligations of a purely Cena ata company. Are you 
clear on that? 

COMMISSIONER BROWN: Yes. 


MR. TUCK: There is no statutory requirement 
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1 for an insurance company to maintain any surplus in 

2 Canada comparable to the surpluses that Canadian achisihies 
3 do in fact have. If there was such a requirement for 
4 a surplus of 6 per cent, 8 per cent, 10 per cent, the 


5] superintendent might look differently at the market 


6 value point which Mr, Lemmon has discussed. 

7 COMMISSIONER BROWN: As a point of informatipn 
8 this computation of market value for the external 

9 companies, aoes this result in assets being written . 

10 aim as well as being written down? Is it below the 

11 cost of market or market? 

12 | MR. TUCK: Year end market, 

13 COMMISSIONER BROWN: In other words, the 


14 common shares that are given out? 


15 ‘MR, LEMMON: As the market goes up and 
16 down. : 
17 MR, BRYDEN: You, Mr. Westwater, do not 


18 write up or down your particular securities, These 

19 market values come off at the valuation for solvency 

20 purposes. You do not internally write them up. 

21 | MR, WESTWATER!: No, for the purposes 

22 of a solvency review we are required to use market 

23 value and appreciation in common stocks may mean, of. 
24 course, that the 15 per cent limit has been exceeded 

25 and we have then not been adding stocks to our port- 

26 folio in which event we are obliged to restrict our 

27 purchasing activities until that situation is corrected 
28 or until we put out some other form of guarantee, That 
29/ is one of our complaints, as I say, against the existing 


reguktions on market value . 
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COMMISSIONER BROWN: On the Canadian market 
valuation can you clarify one point for us? Each 
individual security is valued at the lower of book 
or market? 

MR. LEMMON: There are two columns in our 
annual report --- 

COMMISSIONER BROWN: I am leaving out the 
ones that have to be done on an amortized basis, the 
ones that have to be done on a market. 

MR. LEMMON: I am not sure what you mean. 

In our return to the superintendent of insurance at 
Ottawa there are four columns, the par value, book value, 
amortized value and market value -- four different 
columns and your total is the sum of amortized values, 
book values, market values, and this is the total 

values that he permits for statement purposes. We 

do not change the book values year by year. 

COMMISSIONER GIBSON: In your statements? 

MR. LEMMON: In our statements, 

COMMISSIONER. GIBSON: You do not change them? 

MR. LEMMON: We do not. 

COMMISSIONER GIBSON: In other words, if 
the market goes up you do not mark your stock up? 

MR, LEMMON: No. 

COMMISSIONER BROWN: You did mention that 
he looks at the aggregate total, not individual es 
MR, POYNTZ: But he does not add it in your 
insurance. 
MR. LEMMON: Amortized to par at maturity. 


In certain cases companies have written down the book 
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value of securities purchased for reasons best known 

to themselves below their original cost. That may 

be an arbitrary write down or it at earn they think 
the security is impaired. They do-not have to carry 
it atuthesamortizged,cost in their books. 

MR. BRYDEN: if.the aggregate total is 
ereater than the book values. then the book values are 
retained and if, alternately, the aggregate total 
is less than the book value then thezxw has to be some 
provision made on the liability side of your balance 
sheet to carry it usually doing it by setting aside 
some part of your surplus account for that purpose. 

COMMISSIONER GIBSON: Equal to the rate 
that 18 down on your asset side. 

MR. BRYDEN: AS a result you might write 
some down. You. could write: those down and might be 
suffering sone es eee or something of that kind 
but itnrnormal practice it is just your book values 
for that purpose. 

COMMISSIONER GIBSON: Supposing you have 
a certain stock on your books which you have purchased 
at a price which is much below current market value, 
let us say purchased at 30 and is now selling for 60. 
Then you ear some more at 80 and it goes down to 
60, do you have the one account of all the stock and 
treat it as one item or are there two separate accounts? 

MR. BRYDEN: I think most companies take 
an average book price of stock of that kind. 

COMMISSIONER GIBSON: If it is the same as 


what you already have you would take an average book 
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value? 

MR. -BRYDEN'3’ > Yes’. 

COMMISSIONER GIBSON: And providing the 
average book value was below the average market value 
it would stay that way. 

MR’. “BRYDEN?. Yes. 


THE CHAIRMAN: We will now adjourn until 


a quarter to two. 


(At 12.10 P.M. the hearing adjourned until 1.45 P.M.) 
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1 On resuming at 1.45 P.M, 
2 THE CHATRMAN: We will now resume, gentlemen. 
3 COMMISSIONER GIBSON: Mr, Chairman, there 


4 are one or two questions relating to our discussion this 
5 morning that we overlooked asking about. I want to 

6 ask them now in any case. One yestion I meant to: ask 

7 but. did not had to do with the commission system for 

8 insurance agents as against the salary system. I gather 
9 that both systems are used to some degree; most companies 
10 use mainly the commission system put one or twovusera 

11 salary system. Do you care to make any comment about 

12 the effectiveness and usefulness of the two ways of 

13 selling insurance? 

14 MR. BRYDEN: Mr. Chairman, I must confess 

15 that. I am not too aware of the companies that use a 

16 Salary system as such, 

17 Most agents are under contract which is based 
18 on a percentage of the first premium, a smaller percentag 
19 of the second and then another still smaller commission 
20 for about the next 3 years. I would have thought that 

21 the predominent method of remuneration in the insurance 
22 sales business, although I know that all companies have 
23 assorted methods of weighting and so on in respect to 

24 these contracts to produce what they hope will be the 

25 best results. 

26 As far as the straight salary contract is 

27 concerned, I am not particularly Ratner that. - 

28 MR. POYNTZ: Mr. Gibson might be referring 

29|| to what some companies use during the early stages of 


30 a salesman's career. 


—_tent® trol 
MG GH.L gs sntmves a0 rae 

hy Seetearoriis Lemyest wor [fiw eW :VAMATAHO aHT 

eTont diecast aM :oedTd AIMOLeermMmMoo 
etdd notaawoatb swo ot gnttsiet enoivasup ows 10 smo Sts 
oJ tasw I .tdvods zgntneas bedleoltevo sw dedd gnainiom 
wasp :ot tasem I nottesp sqO .saBpo vos at won ment Nes 
tot medeve coteatmmoo ond ddtw eb o¢ ban don bib stud ‘a 
yedtss I .meteva yisise ont cgantsss as sinegs sonsivent 
eolasqmoo tdaom :eeTgesb smoe od beau ets amedaya citod Fels 
B°:9Bu OWws TO sno turd moteye doteetmmoo ends yinisam sav 
tueds doemmoo yos sNem ot ers9 voy od .medave yisisea 
to ayew owt edt to eesniutseuy bas aasnevitoeltts ent” 
Fe0nsivent aniiiea 

eesetnoo daum I .asmafedd .sM 4: WaCYHa .AM 
6B 9au tedd aoetmsqmoo edd to sisws oot goa ms I gsdd 
.dove es metgeyve yisise 

Dbeesd ef dotdw tositdoo rsbay ers atmeges taeoM 
gostnmoorsq usiisme s .mvimetg Jexrft end To exstnsoisq 8 NO 
totaatmmoo telfsma Iffita isndtons nent bis Bbaoose edt To 
teat tdguodt even bluow I .ersey 8 txen ont duods 101 
sonsiveant edt at noftsisnumet to bortem gnentimobstq st 
even aeetasqmoo [fs Isdid woow I dgyoddis .eeontaud e9lse 
oy tJosqest ai mo og bos anfddstew to abornsem bet108es 
edd od Iftw sqon yorlt Jsdw soubo1g ot etositmoo saerld 
ativaes teod 

afl josittmoo visise tingisite ong es ist @A 
. dane idle yinusivottasq doa me I . ben sooo 

‘gntrreter od ddgim noadto aM :STMYOI 7M 
to aesxsta vines sit santiub say eetrisqmoo smoe tsdw ot 


. 19969 e'nsmestsea Ss — 


li 


qa 


Ao 


Nethercut & Young - DUNO = 


Terente, Ontaric 

COMMISSIONER GIBSON: No, sir, I was told 
that one of the British companies was using a salary 
system. 

MR, WESTWATER: We have a mixed system. 
Perhaps I should describe it as a basic salary which is 
related to different quotas on volume of production 
expected from the man, and we bonus him on volume over 
that at the end of the year. In addition we pay a small 
commission on each sale, so it is really a mixed system. 
The salary gives him basic security and we find that 
it appeals to us. We think we have a higher quality of 
man which we can attract in the first place with this 
salary security behind the contract. Without the 
commission on the sale or the bonus on the total volume 
it would lack the necessary incentive to the insurance 
salesman. 

COMMISSIONER GIBSON: It still is basically 
an incentive system with a minimum salary arrangement? 

MRs~WESTWATER: Thatvis right. It is; not 
so very different from the drawing account system I 
think that some of the companies operate in respect to 
salaries. It is a contractual amount of money. 

MR.HOLMES: That is in respect to the ordinary 
business, but yours is somewhat a specialized business. 

MR, WESTWATER: That is what I was referring 
to: The ordinary business. 

MR. HOLMES: In the ordinary business you 
have very little control of a man's time and it seems 
essential that you have a system from which you will 


get results, unless you use a salary system and cut them 
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right off when they fail to maintain a quota, which is 
practically a commission system anyway. If you cut them 
off when they fail to make their quota you have practically 
a commission system. 

COMMISSIONER GIBSON: But as it stands now 
some of the Canadian companies do pay sort of a minimum 
amount during the learning period, is that correct? 

Fite OYNt as Lae LS rele, 

COMMISSIONER GIBSON: And you have no particullar 
comment you want to make about this system of selling 
insurance? You are “quite “satisfied “with it? 

MR. BRYDEN: I should think it was the 
most effective method of gaining the full attention and 
effort of the field staff because certainly their income 
depends on their degree ofsuccess. In early years, or 
in cases of new agents, what one normally does is set 
up in effect’a-salary:;: It is an advance at a certain 
level and it continues for a certain time based on the 
production performance, so that°you give a certain limit 
of time and if the production is not meeting the require- 
ments then the chances are that the man is not going 
to be successful and the contract is terminated. 

COMMISSIONER GIBSON: Has the cost of selling 
insurance per dollar of insurance been increasing or 
decreasing, or what over the years? Have you any figure 
in that regard? 

MR. HOLMES: I think over a long period there 
has not been a great deal of change. Since the war there 
has been quite an increase but that was due to a decrease 


during the war period, I think. I doubt if there has 
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been a great deal of change over all in the cost of 
actually selling insurance from early days. 

MR. POYNTZ: Mr. Chairman, in regard to the 
system of agency operation, which is really a Canadian 
system -- incentive system-- some information appears in 
paragraph 3.20 at page 22 of the submission. In 1960 
Canadians held life insurance in an amount 2.2 times 
their total wages, salaries and the earnings of the 
self-employed. The corresponding ratio in the United 
states-<ks lafyand in other countries at .is lower .than 

that «am, The PuLtish natio.ws lower. than 1.7,,..and 16 is 
in that country that there may be more sales on a 
Salary basis than anywhere else. 

COMMISSIONER BROWN: Have you got comparative 
costs per $1,000 life insurance sales for the different 
companies? 

MR en PO¥NTZsay Nog-l amysorry, 

COMMISSIONER. BROWN:...-Does it cost more to 
sell $1,000 worth of life insurance in Canada than 
in the, United States? 

MR. POYNTZ: I would say no, but .I have 
not any figures in that regard Mr. Brown. 

COMMISSIONER BROWN: You did mention that 
possibly this was the more effective way of doing it. 

MRe- POYNTZsyetes. 

COMMISSIONER BROWN: Is it. a more expensive 

way of doing it? 

MR4-.BRONNTZe adéeis,pessable,.yessuilt.wls 
not very different from the United States system. It 


is different from the British system and some of the 
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European countries where the ratio is much lower than 
even the 1./-in-the' United States! -I have not got 
figures on the sales. 

COMMISSIONER BROWN: Another point that 
arose out of this discussion, and this is probably even 
more difficult to get at; life insurance is a very 
effective way of mobilizing savings, but is it an 
expensive way of accumulating savings? Have you any 
idea what the cost is of accumulating life insurance 
savings? Your 25 per cent of total savings would take 
place, but is the cost of accumulating these savings 
successful? 

: MR. HOLMES: I think of the people we get 
to save it is not an expensive way of accumulating 
Savings. I think anybody else who sells savings to 
the same type of people on a regular basis like we do 
would Have to" pay Higher costs. You find that in 
mutual funds. They pay very similar costs in selling 
as the’ life insurance companies do. But, in so far 
as natural savers it is a fairly expensive system. It 
is much cheaper to put the savings in the bank. 

COMMISSIONER BROWN: I suppose credit unions 
accumulate savings cheaper? 

MR. HOLMES: Credit unions accumulate savings 
cheaper, but their overhead on savings is provided throug 
the staffs of recognized companies. It is not a 
professional job to the same extent. Tt is a co-operativ 
sort of job which has a certain appeal to people who give 
their time. The accountant gives the space and there is 


a certain amount of other work done without a great deal 
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of expense. It is the natural savers who save but we 
reach out a little further than that. 

MR. POYNTZ: It is probably fair to say 
that if we did not have this kind of agency system, which 
is a fairly attractive incentive plan for salesmen, we 
would not really be a factor in the savings stream at 
addin 

- COMMISSIONER BROWN: I think we agree, as 
Dneaysd thatcrdt, is a very eptetlive way of saving. I 
was trying to figure out if there was any measure of 
how expensive a way to save it is. 

COMMISSIONER GIBSON: In Great Britain 
Canadian companies compete with the British companies. 
Do they do this fairly effectively? 

MR. POYNTZ: Yes, fairly effectively. 

COMMISSIONER GIBSON: They have added quite 
a-lot to their business? 

MR. POYNTZ: Yes, Canadian companies have 
done well in Britain but I think probably the reason is 
that they have taken a kind of agency system there and 
it is that which has done this rather than a comparison 
of, costs, 

COMMISSIONER GIBSON: Are you selling much 
the same article? 

MR. POYNTZ: Much the same. I would think 
the British sell more annuities than the Canadian 
companies do, but generally speaking, much the same. 

MR. BRYDEN: Mr. Gibson, this may throw 
some light on the question you are asking. The life 


snsurance fact book in the United States takes the 
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life insurance company dollar in 1960 and breaks it 

down as to source and disposal. In 1960 in the United 
States among the operating expenses, commissions to 

agents ‘are Tisted as 7.5 cents. We’ have tried to reprodude 
the same thing in Canada. In the Canadian fact book 

again in 1960 the commission agents are listed at 5.5 

per cent. On that basis one would assume that our 

actual commission costs are less than they are in the 
United States. 

COMMISSIONER GIBSON: This is the percentage 
of the dollar ---? 

MR. RIEDER: This is the percentage of the 
premiums plus the net investment income, to give you 
your ‘dollar, and the outgo is broken down, and of the 
total income the commission's two agents in the “United 
States were 7.5 and here, 5.5 cents. 

THE CHAIRMAN: 54 cents .in Canada? 

MR. “BRYDEN?” Yes. 

COMMISSIONER BROWN: One other question; 
you mention in your sales force that you had a large 
turnover. I assume all of the companies are now using 
apptitude tests and this sort of thing? 

MR, BRYDEN: Yes, 

COMMISSTONER BROWN: In trying to pick out 
those who are worthy of training as salesmen you 
use these tests. Has this been effective in reducing 
yow costs of acquiring an efficient salesman? 

MR. BRYDEN: Well, we would like to think 
that it had; just how effective it has been is open 


to question. Certainly you take on a lot of new 
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representatives over the years and there is a large 
number of them, despite all the aptitude tests and 
everything else, that turn out not to be able, if you 
will, to just merchandise money for future delivery. 
There is a large number that disappear out of your work 
force, after. the. first, one, two or three years. . Usually 
once they last that long the rest of them pretty well 
have a rather long-term career. 

COMMISSIONER BROWN: Is that experience 
pretty general among all companies; the same percentage 

MR. BRYDEN: I think that is one of the 
biggest. problems in the agency end of the business; 
selection of personnel and keeping» them...On, the other 
hand, I do not think the turnover in your agency force 
is any greater than it turns out to be in your administrative 
staff where again you have a. considerable number leaving 
you after a relatively short work period, although the 
reasons.for it are,a little different. . L,would think 
that is a fair exampte of what seems to go on. 

MR. POYNTZ: We have been,concerned about 
turnover of our agency force but in comparing it with 
sales forces in other businesses, that turnover is not 
relatively greater, 

COMMISSIONER BROWN: Do you think they are 
getting your discards and you are getting theirs? 

ME... POYNTZ :* Luhepe not. 

MR, BRYDEN: TI should try: notyto. 

MR.» POYNTZ> ti think. one .of. the results . of 
selection and aptitude is that the survivors of the 


first two or three years are better trained and qualifie 
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now than they were some years ago, but it has not 
actually had much effect on the early turnover. 

MR. BRYDEN: I think the big advantage of 
the aptitude tests and the rest of those things is that 
they at least screen out those that -are sure to be failures. 
It certainly does not catch all of them, but I think 
it is very. helpful) in administering the field force. 

COMMISSTONER GIBSON: Do you get many 
trained people who have specialized training like law 
and accounting going into the sales field these days? 

MR. BRYDENs «<l would say not too many from 
our experience. 

COMMISSIONER GIBSON: There are more of these 
people now around than there used to he? 

MR. POYNTZ: That: is rather rare TD ‘would 
tirbnieys dino ath son. 

MR. HOLMES: I think that perhaps in law 
there are more today than there were a number of years 
ago, but we have a certain number of trained men in 
certain agencies where you have a very high calibre of 
selection and training. We certainly have quite a large 
number more than before. | 

MR. BRYDEN: Of course you require a fairly 
high degree of competency when you get into business 
insurance and estate administration and that sort of 
thing. 

COMMISSIONR GIEDON: That is what I had in 
mind. | 

MR.°BRYDEN: So you have a fair sample of 


people right across. Some are inthat tight market and 
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COMMISSIONER BROWN: 


first question. 


MR, BRYDEN: 


under the present Act. 


MR. TUCK: 


COMMISSTONER BROWN: 


30 per cent rule. 


MR. BRYDEN: 


- 2hys - 


Now, the Act as it stands, 


and if there is -- well, 


some are in the other markets. 


problem of one company taking over another company, 


There is one other 
field we discussed briefly this morning that I should 


and this has. reference to the 


or 


as I understan 
it, prohibits a company from buying the shares of 

The question I did not ask directly 
this morning and should like to now ask is whether under 
the Act there is any prohibition against one company 
offering additional treasury stock for shares in the 


T will ask the 


T do not think that is covered 


Mr. 


I do not see any reference in the 


No, 


cent of the capitalization of any one company, 


Tuck, have you any information 


question in’ relation to thes0 per cent» rule. 


T mentioned that. 


in any prohibition in the A,t. It would certainly be 


covered under the limitation of not more than 30 per 


so that 


I do not think you could effectively do what you suggest 


Act to a bar of the type you suggest, but there are 
some companies with authorized capital only partly 
There are only very few instances of treasury 
I think that Mr. Bryden has covered 


the point although I am not sure that I understood the 


T did not mention the 
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MR. TUCK: Mr. Bryden mentioned that rule, 
MR. BRYDEN: My point was that even if you 

did have a treasury stock issue and were able to acquire 
100 per cent of the stock of another life company I 
think you would then be stopped by the prohibition that 
you cannot own more than 30 per cent of the shares of 
any other company. So, it would seem to me that would 
be the prohibition in respect to an attempt to do what 
you have suggested. 

COMMISSIONER BROWN: What I was getting at 
was another way of bringing about an amalgamation. 

MR, BRYDEN: I would think you would be 
caught on that rule. 

COMMISSIONER BROWN: Has it ever been tried? 

MR, HOLMES ¢ You could re-insure the whole 
company with the approval of the treasury board and 
in that way take over the whole company. 

COMMISSIONER BROWN: In other words you 
could buy the assets of another company? 

MR, BRYDEN: And the liabilities. 

MRerHOLWMES: If it goes through both companies | 
the shareholders and policyholders and goes to the 
treasury board and it gets their approval. There has 
always been that method of taking over a company. 

COMMISSIONER BROWN: Has this been done? 

MR. HOLMES: Oh, yes it has been done. 

MR, TUCK: Not in recent years except for 
the one irstance that was mentioned this morning. In 
the last year or two two of the smaller companies 


amalgamated, but that is the only instance for 30 years, 
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L believe, 

MR. POYNTZ: I would say that is right. 

COMMISSIONER BROWN: Following on this, the 
question or point was brought out that there was an 
apparent policy against this acquisition because it 
would reduce competition in Canada. When an American 
company buys out a Canadian company and that American 
company is already operating in Canada on its own, does 
this, not create the same situation; there is a reduction 
in the number of companies, in the market? Let us use 
company names. When Aetna bought out Excelsior,did one 
of them cease operating in Canada? 

MR. TUCK: Aetna is going to cease doing 
new business in Canada, but I think that is the only 
instance, sir. In other cases the non-resident life 
company that has acquired control of the Canadian 
company has not been doing life business in Canada. 
COMMISSIONER BROWN: Then this recent example 


would appear to be against the policy that was enunciated 


was made earlier? 

MR. POYNTZ: I think that is. true because 
it did take the United States company out of the Canadian 
market and put all their business in the acquired 
Canadian company. 

MR. HOLMES: There was no. prohibition 
of the United States company buying the Canadian company' 
stock. They did not buy the whole of the Excelsior 
stock. 


COMMISSIONER BROWN: They just bought control 


by the superintendent in his 1959 report to which referente 
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COMMISSIONER GIBSON: 


to the idea that a number of companies should not be 


Have they been increasing substantially in 
Is there a fairly hard 


reduced? 


the last 15 or 20 years? 
I gather from what you say 


degree of competition? 


Chere is. 
MR,» POYNTZ: oWery chard, 
There is no individual 


COMMISSIONER GIBSON: 
company or three or four companies doing all the business? 


MR,POYNTZ: No, 
Do you think this 


COMMISSTONER GIBSON: 
concept is a particularly Heke tertones 
MR, POXYNTA:  Evdo motcthink si fers ore. Gibson, 
with the large number of companies now operating. 
MR. RIEDER: It has reference to the number 
of Canadian companies that are now Canadian controlled 


I am not sure how many there ‘are. 
MR, POYNTZ’ There are 58, 36 of which are 


federally registered and 22 provincially registered, 


as well as 63 non-resident companies operating in 


Canada. 
MR. “HOLMES: © This «concept goes back -a)‘long 
There was a time in 1917 when the Sun Life went 


way. 
through all the necessary requirements of re--insuring 
We have gone through the 


the Manufacturers Life. 
requirements but Mr. Finlayson vetoed it. 
T am aware of the 


COMMISSTONER GIBSON: 
We are talking about this in relation 


circumstances, 
to the desirability of obtaining a considerable degree 
and it seems to me that is pitting 


of Canadian control, 
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one against the other, 

One other point that was brought up this 
morning but was not pursued was of interest to me. 

Mr. Brown asked you if you thought of any different 
system of;-regulation., That is, just having a board 
rather than a single superintendent in your particular 
area. Possibly such a board might regulate a wider 
area of the financial system and inspection system. 

You told us that you thought well of the present system. 
Do you see any objection to a board as opposed to 

this system; such as a three-man board to include the 
banking system as well as the insurance system? 

MR. BRYDEN: Mr. Gibson, are not most of 
these separate financial intermediaries specialized 
occupations? 

COMMISSIONER GIBSON: I think they are. 

MR. BRYDEN: Certainly the insurance 
business is and our present Superintendent of Insurance 
is a very able man, and his staff is very able. I 
would suspect that the Inspector General of Banks has 
a completely different set of facts and figures to deal 
with. Whether all of it could be successfully put 
under one board which would handle the whole thing, 
or not, I would very much doubt. My suspicion is that 
the present, method is preferable. 

COMMISSIONER GIBSON: The reason for raising 
the question, and what particulaly brought it to mind, 
is that the Superintendent of Insurance is now acting 
in a supervisory capacity in relation to certain other 


branches of the finance business. This suggests perhaps 
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some expansion in this area. I merely ask you for your 
thoughts, not expre:sing an opinion at all. 

MR. BRYDEN: TI do not think we are expressing 
any opinion either other than the present system seems 
to work extremely well. 

COMMISSION R GIBSON: You do not see anything 
fundamentally wrong with this idea of a board that might 
cover most of the financial system? 

MR. BRYDEN +s Or Lcdommotsthink.you could say 
it was fundamentally wrong. Again all I can reiterate 
is that the present system seems to function very well. 

COMMISSIONER GIBSON: Emphasizing the 
point that you would want to have a man that really knew 
the business in charge of that paticular kind of business 

MR. BRYDEN: That is right, 

MR, RIEDER: One member of the board would 
have to specialize in our field. 

COMMISSIONER GIBSON: So thatif you had a 
board you would have wedbeDLy each of the members 
being an expert in respect to certain parts of the 
financial business? 

MR. BRYDEN: The present Superintendent 
I gather has the rank of a deputy nit itt in the 
Department of Finance, so that your reference is at a 


reasonably high level. 
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COMMISSIONER BROWN: Referring to one other 
thing which was touched on this morning, you were 
talking about the present regulations with respect 
to valuation of securities and I think there was 
mention. of a 66-2/3 per cent restriction on the markets. 

Have you any comments on any of the other 
qualifications; for instance, the five years Dominion 
requirement for preferred shares or the seven years 
Dominion requirement for common shares. 

WR, SELEMMON: [Idthink noty MraChairman. 
This ~ received very thorough discussion within 
the industry at the time of the last revision of the 
Insurance Act. There are certain limitations on that 
as a test we can realize, but that taken in conjunction 
With the fact we are allowed to invest 5 per cent of 
eurneceffortsefree ofcethese: restrictions seenauo be a 
workable test; a five year test on prepared and seven 
years on common, and the earnings test for various 
types of debentures and that: sort of thing have evolved 
over the years, and they are easily administered and 
easily understood and seem to be workable restrictions 
that have meaning. 

COMMISSIONER BROWN: -.On the same question 
I. did want;to find out what you ‘thought about the 
removing of restrictions from percentages and the quali- 
fications for investments. How about the qualificatilon 
that in the sense that these restrictions will apply 
only to your legal requirements and your surplus was 
free of all westriction? 


COMMISSIONER LEMAN: We are not too far off 
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that situation at the moment with the 5 per cent 

basket, and generally speaking the surpluses .to the 
companies 

Canadian life’/are in the area of 6' or 7 per cent of 

assets, and we are’not very far off that position at 

the moment. 

COMMISSTONER LEMAN: What has been your 
experience over a period of years on the yield of 
basket assets; how does it compare with the yield 
of regular assets? 

MR. BRYDEN: I do not know whether any of 
the companies have filled out a separate ydeld on their 
basket investments. We have all sorts of breakdowns 
GON The? total aspethar various sections of it, but 1 
do not think -- at least, we have not filled out a 
Separate yield on these particular securities that 
were involved in the basket. My guess woud be that 
it probably is not too far from your normal situation 
and it probably is occasioned for different’ reasons. 
One reason is that you may include in your basket some 
securities on which the yield is relatively low and yet 
which ‘may have a capital gain in sight: On the 
other hand, you may put into your basket some types 
of real estate, for example, where the yield is probably 
higher than normal and my suspicion would be that you 
are probably not far from the average. Would you agree? 

MR. POYNTZ: I would think so. 

MR. HOLMES: Thinking of ourselves, I would 


say that we have had some of those kinds. 


COMMISSIONER LEMAN: Would you say that in 


eeneral life companies would be looking for -- you use 
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the basket clause mostly for capital cepreciation. 
Ma? DRI DEN: SSNer NG, “you “use "it "quite 
often in situations Which are not quite legal yet; in 
other words, the common stock that you may think highly 
Olu 
MR. HOLMES: There are quite a number of 
oceople who bought uranium bonds and Bey Gurned: OMlS CO 
be a very good investment, but they were not to be 
dealt with other than by the basket. 
THE CHAIRMAN: What about leasebacks? 
MR. HOLMES: They do not need to be in the 
basket, but real estate other than leasebacks would 
have “Go--be -in the basket. 
MR. BRYDEN: The leasebacks themselves get 
about 10 per cent relative 86 real estate. 
COMMISSIONER BROWN: On this question of the 
common stock where you sugszest increases of 15 and 25 
per cent, there are a few things I would like to get on 
the pecord. The first “s whav is ‘the essentially 
different philosophy of the British companies that 
have larger percentages than the Canadian companies. 
Why do they go into common stocks? 
MR. BRYDEN: Perhavos Mr. Westwater would 
like GO fanswer wnat. 
MR. WESTWATER: The philosophy is associated 
With the nature’ of our business in “lone term fixed 
Ltactritttes- snd’ to +reatize"tnis,. with the’ maximunr good 
to our policyholders, we must achieve the maximum yield. 
We believe that the common stocks would, in the long 


run and with a reasonably prosperous economy, in the 
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long run they will show a better yield probably than 
any other class of investment. That has been our 
experience in the, United Kingdom and we are prepared 
to .take a.chance on that in a.country.like Ganada, too. 
MR..BRYDEN: Would you care, Mr. Westwater, 
to comment on.the.evaluation problem in the U.K. that 
allows iv -2VOUs FO take that posit 16m. 
MR. WESTWATER: Of course, that is rather 
the reason why the domestic -- Canadian companies 
do not invest.in common stock. British companies 
have no restrictions on their evaluation basis and 
the companies select whatever rate of interest, 
mortality, and. so0.on that. they wish, and..ic-is.a 
vValuabion of the liabilities. If for any reason the 
value of assets is depressed, then he is free to 
relax his standards and he is not embarrassed. He 
does not then have to show a technically insolvent 
POSLULONS There is rigidity in the Canadian system 
because of the regulations by the government and this 
is significantly. inherent..in the contracts, which. Canadia 
companies issue on cash values. Canadian casSh values 
are linked, I. think in most cases, to reserve values 
and in Britain a great many companies can guarantee 
cash. values, but. notwall co so.far-as-that.and. none 
link them in a contractual way with reserves. 
COMMISSIONER BROWN: Presumably you must 
operate within certain limits, You cannot suddenly 
decide to put. this on an 8 per cent basis. 
MR. WESTWATER: No, but every company makes 


a.return to the British Board of Trade showing in detail 
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how’ the reserves have been arrived at, and I know -- 
there is power for the Board of Trade to petition 

the Courts and’ other companies, I Suppose, if’ they 
thought the whole business was ridiculous, they could 
proceed to’ the law in that way. 

COMMISS TONER BROWN: "So there “are”*certain’® 
limitations? 

MR "WEOUWATER? "VEimivat Tons Of “Oraculcatluysr. 

COMMISSIONER BROWN: It does give flexibility 
FOrrore market “svrueture: 

MR. WESTWATER: Yes. 

COMMISSIONER BROWN: If interest rates 
force down values the use of liability is on the same 
basis? 

Mn. who en ante reo lure Tene. 

Mir enw = OR Loe Or them we Nave cried 
to sét forth™in feir-detarl ‘on “pace "O74; “section 5.75, 
from there on, and we have attempted to explain the 
drmrerecnces in the two countries’. 

COMMISSIONER BROWN: When we finished before 
the luncheon adjournment we were discussing this questio 
of the valuation at the end of ‘the year and we have the 
four columns; the par value, the book value, the amortized 
value and the-market value. I would just like to get 
straight the wietdrites’, “iP "any, that "come *Into “the 
investments that are related to market value and ignore 
the amortized ones at the moment. 

eee STP SR, you take the total of 
the column of book value and the total of the column 


of market value and it is the lesser of these two totals 
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that affect whether the surplus has to be touched or 
nots Now, if we take a hypothetical example that may 
come out the same, then there is no adjustment to 
surplus at thevend:of)\the year; but, of courses rwithin 
the range that..there will be some that will be written 
av rbookovaluerand others bebowebook value: Nowyhaifcyou 
sell, say; in February or January something at the marke 
value which is below the other value, how do you adjust 
£eetthass do you adjustiforhthismbywwriting off against 
surplus the actual production against surplus,,.or have 
you power to write off some other assew? 

MR. LEMMON: No, it is charged against 
Surplus; a realized loss charged against-surplus. in that 
year. 

COMMISSIONER GIBSON: The profit would be 
the same; you would have to add it to the surplus? 

MR. LEMMON: No, you may use that profit 
to cut down the value of the same security in your 
books. 

COMMISSIONER GIBSON: So, you are taking the 
last realized profit and at the same time cencelling 
One as against the other, but it would-have: to be 
realized? 

MR. LEMMON: VYéesesthatihs nieho< 

COMMISSIONER BROWN: This perhaps was one 
of the points you were making earlier? 

MR, LEMMON: Yes. 

COMMISSIONER BROWN: That the rigidity in 


the section that is based on mortgage values is somewhat 
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1 Similar to the rigidity in the section based on 

2 amortizing. 

3 MR. LEMMON: Yes, 

4 COMMISSIONER BROWN: And you mentioned 


that some-companies do not regard this rigidity as 

very important; you are prepared to take it if there 
could be shown a reasonable opportunity for improving 
the situation that there are other Se ee presumably 
thatcdocnot look at it in the same way. 

MR. LEMMON: It is a matter of degree. 

COMMISSIONER BROWN: Could we hear some 
opinions from some of the others on this? 

MRS BRYDENS. Possibly ‘Mr. Rapsey reouid 
Spé€arstolthisr 

COMMISSIONER BROWN: I do not want to 
set you quarrelling. 

MR. HOLMES: We are’ in a company that really 
doesmenot like amortéizedsevaluesc:at«all. We have been 
prepared to go along with them up to a point, because 
we feel it definitely brings ta rigidity, but we really 
prefer that old system where we admit at times your 
market values become impossible for the buyers, but 
we had a system where the Superintendent took cognizance 
of that and gave special values during periods of that 
kind? At least you are faced with the situation as 
it stood and we feel that there has been a great advantage 
to our particular company to uae have to worry about 
whether you were thinking of the thing being worth 


29 the market value and you had no losses on your books 


30 ealisate. “If you had vo think of Tt as a market value 
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there was no loss*on-your books, and if it is allowed 
there we Peel it would make a very considerable addition 
to our income because we do not have to worry about 
whether there is~a loss or a profit and we looked on 

it that the value of that security was the market value 
and we would be very much adverse to having the thing 
made more rigid, such as is done in the United States. 

COMMISSIONER’ BROWN: Why is there this 
reluctance to take this loss? 

MR. BRYDEN: I would say the answer to that 
isvthat,-from”’a “balance sheet point of view at the 
end of any particular year if you had a substantial 
increase in the interest rate with a corresponding 
decrease in bond values, there is a limit to the extent 
to which you want to throw up the realized losses 
Within a given year, and I suppose the snower LO cna 
is for fear that it may be misinterpreted when your 
Statements come out because it certainly is offset 
against “your surplus. 

Now, in the throws of a’ major move of that 
kind ;“if you wanted ‘to move “a “substantial volume 6f 
your assets “ona trading basis the net “loss*could be 
quite substantial. 

COMMISSIONER BROWN: ‘it re °réea tly “an aceount ing 
CPeLOre ys: 
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COMMISSIONER BROWN: ‘Because it does not 
change the actual “situation at -ail? 
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COMMISSIONER BROWN: What we are trying 


4 4 


GO get.at is to what. extent, this.Canadian rigidity 


effects the-development of the capital market. 
MR a BRYDEN:. Ile,has a restraining influence 


a 


on the trading in a.number of cases. 
COMMISSIONER BROWN: How important is this 
Situation? Is.this.your own) estimation of. the 
tmpoabance of dt?c Do polieyholders Look at.21b2 
MiywHOLMESi, I -think itewould.be pointed 
out to them -- if they did not look at it themselves -- 
by our competitors. 
COMMISSIONER BROWN: But the answer is --- 
MR.HOLMES: .If one company has a normal 
increase in surplus and another company shows a reductio 
in.surplus,.in the year, it would. certainly be, pointed ou 
COMMISSIONER BROWN: Even if the actual 
Situation was the same? 
MR... HOLMES.«...Oh, wes, because. it. is,a 
very complicated business, knowing what the actual 
Siva ton. 184. 0rd. dee, very. eimp lie, busi ness where 
a statement iS Seen where there is a loss in Surplus. 
It isthe same with such people as your Board of 
Directors. “~Afyyou anes Looking, at..che thing from a 
rigid viewpoint and showing heavy losses on sales you 
would have difficulty. getting them.to agree to deal 
with securities freely, whereas if you get them 
educated to thinking that market value is the proper 
basis, YouR.de.noh hawe that difficulty. 
COMMISSIONER BROWN: Fifteen companies have 


gone through the process in the last few years and it 
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has affected their services through mutualization. 
Is © that ome ‘answer’ to this’, something that can 
be explained to the public? This apparently has not 
inhibited you in making this move. 

MAS HOLMES Ss AF do" not think ary’ of them 
have to show a list of surpluses in the process, 
For one reason or another they produce money from 
somewhere. 

COMMISSIONER GIBSON: Mr. Holmes, you 
were saying you would not like to see this -- are you 
nov inhibited: by this system? There was a hypothetical 
example given and Mr. Brown raised the question where 
your book value and your market values are the same 
that some of the securities are under the market and 
some are over the mrket; you sell some of the securitie 
when the market iS under anc you have to set that 
PrOm°oy oOurlCsuretuss de“vouvrnoet, that’ loss? Thac muse 
inhibit. you to some-extent like everybody else? 

MR. HOIMES: Not if you report to your 
board consistantly on their market value positions 
and selling at a loss. on your book value doesnot affect 
your market value position, the value at the market. 

COMMISSIONER ‘GIBSON: “Bet “it “setii<does 
affect . your stirpl@s -or°might “afPect “it? 

MR O-HOLMES : @°)t ‘mient' arfect your surplus; 

yes, but’ we have not been embarrassed by that, and we 
have been able to, as I say, to yield securities in 


a very substantial way. 
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COMMISSIONER GIBSON: And you operated 
purely in relation to market forces? You have not let 
this particular thing concern you? 

MR. HOLMES: No. 

_COMMISS TONE R BROWN: Your suggestion is 

that when there is something really important like 
mutualization, they have found money so that it ieee 
not affect their surplus, but for trading they would 
not let it inhibit them? 

MR. HOLMES: Yes, I think there was a 
tremendous appeal to both policyholders and to our saleg- 
men in the mutualizations under the conditions we went 
alot In our case I found my biggest support on 
hedicen tote. of from dur ema robeati managers who did not 
want the company to be American owned, peculiarly enough, 
but that was exactly the case, and there was a big 
support for taking your money then when you could get 
it and having the company run as a real insurance company. 

MR. POYNTZ: Mr. Chairman, I think we should 
point out that some companies even though they favour 
the amortization principle for a certain Some of 
the assets, nevertheless do not overlook the market 
value situation as well. I think all companies are 
aware from time to time throughout the year of the total 
market value of their assets and do report that to the 
board even though they may favour the amortization 
principle as a standard for valuing assets -- at least 
a certain part of them -- and they do a vast amount 
of trading as well, even though they may be using 


amortization for part of their assets. 
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COMMISSIONER BROWN: Have you any positive 
suggestions as to any method by which this question 
of valuation etn be altered so as to reduce some of 
these rigidities? 

MR. BRYDEN: Mr. Tuck, that was discussed 
at the legislative changes last year -- or, Mr. Lemmon, 
would you like to comment on it? 

MR. LEMMON: I am not sure what Mr. Brown 
is driving at. There are certain rigidities come in 
through book value accounting. Perhaps I could go 
into that for a moment. In the last several: years 
most companies have been in the position where the marke 
value of the bond section of their portfolio has been 
below book value, whereas the market value of the 
common stock section of their portfolio has been above. 
In most years the excess has been more than sufficient 
to carry the deficiency. The problem always comes 
when you sell out a fairly large portion of your bond 
account for trading purposes and establish book losses: 
Should you correspondingly sell out a corresponding 
portion of your stock portfolio so it doesnot affect 
your surplus in the one year? 

COMMISSTONER MACKINTOSH: Do you wish you 
had, or not? 

MR, LEMMON: I think all companies have 
done it to a degree, some to a greater degree than 
others, but our auditors in drawing up our statement, 
in our particular case, seem to put great stress on 
the fact of being able to state our assets are valued 


in total at amortized cost or less and that, in effect, 
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makes it necessary to put through a sale to realize 

a profit to offset..a loss,.dif.you .are. going. to.do it, 
and sometimes there is a greater disinclination to do 
that than others. 

COMMISSIONER BROWN: I was thinking about 
whether there was some way you could set it up as a 
special fund to be reimbursed by investment? Say 
you,;sell .a 3 percent. bond at discount, which is 
attractive to certain. people because. of tax advantage, 
and replace it with a 6 per cent bond at par: You have 
that additional 3 per cent income which quickly recaptures 
the loss you have taken. Has there been any suggestion 
you set.it up on the books to take care of this? 

MR. LEMMON: Yes, we have discussed this 
at various times with the Superintendent of Insurance 
and with our auditors, and neither one of them are in 
favour of it. 

MR. POYNTZ: Mr.Chairman, there is a table 
at page 48 that I think has a bearing on this question: 
Table 4. h Gross Acgisitions of New Canadian 
Investments. This is a sample of 12 companies holding 
76 per cent of life insurance assets in Canada. You 
Will see the total net investment in a year is 
considerably less than the total acquisitions even 
excluding federal governments, so as to exclude the 
short-term securities that may be rolled over several 
times in a year. So, there can't be too much inhibition 
from this rigidity we are speaking of. In 1961 total 
acquisitions were one billion one hundred and sixty-five 


million compared to. the total net investment of 
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499 million, 

COMMISSTONER BROWN: Except that there 
would be quite a roll-over on short-term municipal 
maturities and also the mortgage business. 

MR. POYNTZ: “E- don't believe mortgages 
are included here, and the short-term Governments are 
excluded. I don't think there is very much roll-over 
in’ Municipals. There is some. 

You see*tne ratro "SD te Cs Toval ACdUuUrSsILLOM 
Excluding Federal Governments, the ratio is 2.3 to 1 
in 1961, and that is one of the lower ratios. 

COMMISSIONER BROWN: May I just get back: 
This morning I made the mistake of asking a question 
that was answered in the brief, and I think if you look 
at’ page 50 you will find these figures. 

MR, McCARTHY; All maturities are included 
in those tables. 

COMMISSE ONER BROWN: Including mortgage 
maturities? 

MR. MeCARTHY: Yes. 

Vee Bn Oana Lam sorry, 

COMMISS TONER’ BROWN: IT’ Just Teel a Tittle 
better, that’is all. The net investment under bonds 
is only 182. 

MR. BRYDEN: Right. 

MR, TUCK: Mr. Brown, the reference to the 
proposal put forward respecting valuation of assets --- 

COMMISSIONER BROWN: Excuse me; whose 
proposal is this? 


MR. TUCK: The proposal of the Association, 
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which represented the majority of the views of the 
companies, is set out on page 42 at paragraph 4.20. 

COMMISS TONER BROWN, Yes, this is kind of 
a half way point between using an amortized basis 
and the current market basis -- this is using a 
sliding valuation? 

MR. BRYDEN: Yes. I draw your attention 
to the last sentence: 

"The use of an average of three year-en 
market values, it was believed would give 
amore accurate picture of the long-term 
value of corporate securities and shares 
and would give the companies time to adjust 
their balance sheets to new situations." 

As you say, it is a half-way proposal. 

COMMISSIONER BROWN: Would this contribute 
to rigidivies or*nov? 

MR. LEMMON : We think it would contribute 
to -- part of the disinclination to invest in ordinary 
shares is due to a market break, such as we saw this 
Spring, hitting you just on the valuation date, which 
could make a rather serious impression on the surplus 
of any company who had a substantial portion of their 
assets in ordinary shares, whereas if you were insulated 
against that particular type of thing by a three-year 
average, many of the companies would be more inclined 
to participate in equities to a greater extent. 

COMMISSIONER BROWN: How about a quarterly 
average on the current year? 


MR. LEMMON: Any sort of average would be 
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an improvement over one day. 

COMMISSIONER GIBSON: I take it this is 
not a unanimous view? 

MR; LEMMON: Mr. Holmes, I think, has 
expressed the other view. 

COMMISSIONER GIBSON: You say with regard 
to excluding municipal securities of this country, 
and Britain, and the United States -- I take it this is 
not a unanimous view either? 

MR, LEMMON: Again, Mr. Holmes expressed 
the other view. That had another reason behind, it: 

The Insurance Superintendent publishes a book at the 
end of each year with the market value of all securities 
held by the life companies. About HO per cent of that 
book is made up of the value of municipal securities 

by the terrific number of municipalities and the number 
of individual securities issued by each municipality, 
and it means somebody has to go through and assign 

an. individual value to each one of those and it results 
in a large volume of work in the Insurance Department 
and in the companies! offices themselves. We are 
wondering if it makes a real contribution when the 
market value of most of these securities is a matter 

of conjecture, anyway. 

COMMISSIONER BROWN: In other aaias you 
would rather have a yield basis fixed for each 
municipality? 

MR, LEMMON: . Would that be an improvement, 
do you think? You would still have the work to do 


of translating that into the price and extending it 


n 


-daemevorgmt as jt 


= eso odoabdt I .eemloH .1M. sVOMMEI 4AM Ck. . . ies 


.weiv tedvo ent beseeigxs je 


bisget détw yea voY :W0eaIO AaMOTeerMMOD oe 
widauoo eaidd to asttinuvose Leutotoum eatbuloxs ot | oF : iY 
at etdd gt olad I -- aeded® betio edd bos .obedind bos 8 ; 
firediis welv eyominsay s ton 1° | 
begesrqxs eoemfoH .2M .atessA :VOMMaI .AM Jor 


:3i Doatned moaset tedtons bed jedt....wetv tedio edd jut 
aij ts Nood s eedatiduq tnebnedntiequa,sonsiventl sedT St 
eefdiavoce [fs to eulsv teduem ond Adiw yeey doses to bane jel 


tsdd to dneo seq OF duodA .estnsqmoo etil elt yd bled jt 


aoftinuvosa Isaqiolaum To sulsv edd to qu. sham ef dood | 
yedmud edt bas estdilsqtotnvum to wsedmuna obiinied ens yd | 
.vitilsqtotaum doses yd beweeat estiiuyose I[subivtbat to 
agteas bas. dAguoidd og oF asd. vbedemoa ansem Ji bas 
atiues:1 df bas saodt To orio. dose. od oulsy Isubivibolt os 


taemtisqed soasiveal edd af drow, to, emulov segrsl.s oat 


918 OW .,gsvlisemed? asoftio. 'astasqmoo edd at. bas 


edd aodw sotiudtutimes fge1 8 eolsm Ji If gatishrow 


tstdjem 8 ef eeliiyvose saedt., io eom, to. eulay J on ism 
VBWYOS .suutosiroo To PON 
HOY .@bt0w tedto at :MWOAA AMMOTearMMoo eg 
floss tol bextt afasd blety s evsd ssdde1 blvow | 08 
eydtteqtotoaum 


_toemevorgmt as ed tsdt piyoW . :WOMME1 AM 
ob ot sow oft sved Ilita, bilvwow yoY fxatds YoY ob 


ti gatbastxe bas sotag edd osai ded¢d gottslensat to |} 


Nethercut & Young oe 2470 


Terente, Ontaria 


for each individual issue all the way down. 

COMMISSIONER GIBSON: It only arises when 
some of these securities may be a little less than 
good -- then you have a problem? 

MR. LEMMON: That is, quite right. 

MR. BRYDEN: In our particular company, 
for pure accounting purposes we have a tendency to 
write down all municipal securities to par immediately 
after, and that does away with all the bookkeeping 
of amortization. On the other hand, any we buy below 
par we tend to just let sit, and it very well does 
away with a considerable volume of work. It does not 
do away with your valuation problem at the end of the 
year. 

COMMISSIONER GIBSON: It seems to me this 
accentuates your valuation problem. 

MR. BRYDEN: You have got to relate each 
nad imnded price to that particular par value of the 
securities which you hold. 

COMMISSIONER GIBSON: We might go on to the 
distribution of your assets. Table 4,f, I guess, at 
page 45 is the essential thing, showing the proportion 
of assets in various categories. This is a very 
interesting table to which a number of references have 
been made today. 

First, on a rather minor point, the ratio 
of cash has climbed gradually over the years despite 
the fact your cash inflow must be steadily increasing. 
Does this mean better money management and the 


development of the short-term money market? 
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MR. McCARTHY: That is the answer, sir. 

As the money market has developed in Canada the 
companies have more efficiently employed their short-ter 
cash balances. 

COMMISSIONER GIBSON: Is it general practice 
for the insurance companies now to carry a sizeable 
amount of money market securities off and on so they 
can be fully invested? 

MR. McCARTHY: How do you mean that? Do we 
carry a larger total cash position than formerly? 

COMMISSIONER GIBSON: No; you obviously 
carry a smaller cash position. Do you carry quite a lot 
of these liquid instruments so you are able to move 
quickly? 

MR, McCARTHY: I would say the answer is 
yes; we are more inclined today as a group in the 
face of expectations of higher interest rates to 
accumulate a larger liquid position in the form of 
money market securities than was the case before the 
money market developed. 

COMMISSIONER GIBSON: Do you do this when 
you see interest rates are rising, or the market is 
going down, and on the reverse you use the selective 
basis? 

MR. McCARTHY: Quite. 

MR, BRYDEN: I think there -is“also the 
point that has to do with our future commitments on 
our mortgage accounts, because there is quite a 
seasonal trend in the advances, and it could be at 


times you may go into a short-term money market position 
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pending the time you expected a rather substantial 
outflow of mortgage account, and that is another reason 
for more and greater use of this short-term instrument. 

COMMISSIONER GIBSON: Some of these may 
mean a maturity of 6 or 8 months, and a year; they 
were not necessarily all treasury bills? 

MR. BRYDENG: Thatuils! night, 

COMMISSIONER GIBSON: Now, these sort of 
major trends in this thing are reasonably clear: There 
has been a reduction relatively in the total holdings 
of bonds, share bonds in your total assets, and a 
quite sharp reduction in the share of Canada bonds, , 
and a marked increase in the. share of corporate bonds, 
though that is looking at it over a longer period; 
and a big increase in mortgages. Is this a pattern, 
or does it mean very much? Il am talking really about 
the differences between one company and another. If 
you take 8 or 10 companies with their annual statements, 
the differences are really terrific in some of them, 
and you refer to them in the brief from time to time. 
Have there been any trends in recent years? Have some 
companies gone one way and others gone another way, or 
are these changes meaningful when you look at the whole 
pattern -- that is, more mortgages and less bonds. 

MR. BRYDEN: As a completely general statemen 
to start with, the companies during the war certainly 
increased their holdings of federal government bonds 
and at the same point you had your mortgage accounts 
running very significantly down. Then, I think once 


the postwar period developed there was this demand for 
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housing and so on and most of the companies abrélieted 
to increase their mortgage portfolios. That accounts 
for , in part,the rundown on the Federals, and then 
you reached the point --- 

COMMISSIONER GIBSON: Excuse me, when was 
that finished -- about 1950 or so? 

MPS ‘SRYDEN:s YE wotltt'sey abour 195", think, 
would have put the end to that, and from about 1957 on 
the total of our mortgage loans as a percentage of the 
total assets has apparently reached a plateau. That 
Still does not explain why different companies have 
different approaches to this. Perhaps Mr. Lemmon 
could add something to this. 

MR, LEEMMON: I don't know that I can add 
much to that except to say there is no unanimity of 
judgment as between the investment committees of the 
companies as to what distribution of assets they should 
have at any given moment. Some companies are more 
mortgage minded than others and want to put a higher 
percentage of their assets in mortgages. Other companie 
feel that in spite of the fact securities perhaps have 
a slightly lower running yield than do mortgages, there 
are other opportunities of trading and that sort of 
thing that enable you to more than make up that gap. 

COMMISSIONER GIBSON: Would it generally 
be true that most of the companies have been reducing 
their holdings of Government of Canada bonds over a 
good many years? 

MRO BRYDEN:S © I think ‘that’ ts fairly “evident. 


COMMISSIONER GIBSON: I notice in the record 
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here this goes on really through 1958, through the 
conversion, then they start to increase a bit in 1959. 
There are some quite substantial purchases in 1959. 
Would you care to comment on that period? 

MR. LEMMON: I think any comment on that 
would have to be very general. You will probably 
remember the pattern of the Dominion market better 
than I do but the Dominions at the end of 1959 and early 
1960, as you may remember, ran into a very difficult 
time market-wise and got down to what appeared to 
many companies as a pretty attractive yield basis, when 
the 54 per cent convertibles were issued and the famous 
C.N.R. 5 per cent issue sold at very substantial dis- 
counts, and I think the companies were fair buyers of 
Dominions at that time, which was a very difficult 
market for Dominions. That shows up in the increase 
for 1959 and early 1960. 

COMMISSIONER BROWN: Theywere sellers in 
the last quarter of 1959 -- this is page 52. 

MR,.LEMMON: You have to take that one apart 
and analyze it. There is always a little bit of 
window dressing goes on by companies on December 31. 

COMMISSTONER BROWN: Perhaps we should 
ask about this cash thing too -- the end of the year is 
probably the high point for cash. 

MR, LEMMON: It could be. 

MR. BRYDEN: Yes, pretty generally. 

COMMISSION R GIBSON: In 1958, in the 
second and third quarters you were selling Canadas 


and heavily buying corporate bonds, and then later in 
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the fourth quarter you were buying Canadas and selling 
corporates, and the first quarter of 1959 you were 
heavy buyers of every kind of bond. Would you care 
to make any comments On that movement into corporates 
in 1958? Were the corporate bonds a coudecemube: 


better yield level and the spreads wider than usual? 
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MR. LEMMON: My memory is not that keen, 
to tell you the truth, but the purchases “of corporate 
bonds tend to come when corporate bonds are available. 
When there is a large volume of corporate financing 
the companies tend to be heavy purchasers of them and 
when there is not'it is pretty hard-to pick them up in 
the secondary market in sufficient volume. 

MR. HOLMES: There was quite a period 
when, if corporations wanted to finance, they had 
to pay the price, and the governments would fall to 
a fictitious level. We could not very well hold them 
under those conditions. 

CCOMMISSIONER GIBSON: ‘It “iss“hard to draw 
any conclusion from this because there is nothing on 
maturity distribution of these bonds. Have you got 
any sort of picture of the maturity a teem purebdn in 
your Canada holdings now or would there be quite a 
Spread. 

MR. McCARTHY: I would think that would 
vary, sir, from company to company. 

COMMISSIONER GIBSON: You do not think it 
would vary? 

MR. McCARTHY: I think it would vary from 
company to company. I would think actual portfolios 
in the industry today are shorter than they were in 
late 1958 and early 1959 from my own experience. 

COMMISSIONER GIBSON: In which you were 
holding a portion of them as a fund to be used as 


you saw fit as opportunity arose? 
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MRenMcCARTHY: Yes. 

COMMISSIONER GIBSON: But the emphasis 
of your investments in: bonds is still on long maturities|? 

MR. McCARTHY: Yes sir. I should make 
another observation. You were commenting on the 
Switch away from mortgages —into-bonds in late 1958 
and egarly 1959. The mortgage portfolio, I think 
you understand, really is nota long-term type invest- 
ment; it is a pretty short term type investment and 
in that period when bond rates were fairly close to 
mortgage rates companies had a large bond account. 
Thoserrates, wthat is, \the corporate ran for a very 
long period of time and I think in large measure that 
explains the sudden change to bonds and away from the 
mortgage end. 

There are two aspects of this problem, 


that at current rate and how long you will have it. 
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This was one time that we seemed to have a historically 
high rate assured for a very long time, a rate very 
close torthe mortgage rate. 

MR. BRYDEN: Mr. Gibson, on your matter 
of maturity CDihave a) portiGkto! here. Tris crsica bond 
and debenture account. It is not just Limited to 
federal bonds but it is a sample of the type of 
maturity that: .do@s exist. In this case five years 
or less represented 7.6 per cent of the total bond 


and debenture issues, five to ten years was about 
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las per igentbprpten to fifteen years about 224 per cent, 
fifteen to twenty would be about 32 per cent, twenty 


to twenty-five almost 14 per cent, and over twenty-five 
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about 11 per cent. 

COMMISSIONER GIBSON: The short maturities 
would be the higher proportion. of the Canada bond, 
would they? 

MR. BRYDEN: They would be Canada bonds 
and possibly maturing municipals. 

COMMISSIONER BROWN: And corporates? 

MR.e BRYDEN:; iI, doubt.if.we would hold;,the 
corporate bonds down that long. As a rule they are 
SOlda Prior: FOsHhasy points 

MR:.)};HOLMES: «Theresare,.ailot.of-these 
corporates, would they be in there? 

MR. BRYDEN: -Yes, as far.as we are concerned. 

MR. RAPSEY: I. took a look at the position 
in the second and third quarters. of 1958 and our 
experience followed this pattern pretty “edd and 
our acquisition of bonds was kept down in one year 
to notepaper. In effect, what we were doing was 
looking after mortgages and real estate commitments 
and we were selling the long government. of Canada 
bonds without going out of line at that time. 

COMMISSIONER GIBSON: In other words, when 
you delved into the future interest rate structure you 
dealt more in mortgages and had a good yield? 

MR. RAPSEY: We had mortgage commitments 
and in order to provide for them we were moving out 

of governments and putting the money into shorter term 
industrial paper. 

COMMISSIONER GIBSON: One general point 


on the way that insurance companies invest. Li. Lp 
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Terente , Ontario 
stated from time to time that an insurance company 
has a quota for municipals and has one for mortgages 
and various types ‘of securities. Is this general 
practice-that quotas are set’ and adjusted from time ‘to 
time? 

MR. -BRYDBEN:©-MrS Chairman, d°-do’nAow know 
how general it is; but I would assume that most companie 
would make some projection as to the growth in their 
assets “during the coming year. I should’ probably go 
so far as to say ‘put inthe light ofthe knowledge of 


the markets, what your ideal distribution should be. 


That produces; after your estimated’ repayments, a cash 
flow into-these particular categories. 

Now, as far as we are concerned on mortgages}, 
for example, where we were content to put in new money 
Go Dhe exvenveerserper.cent..of our cao in assets 
that still produced a total néw investment in*mortgages 
in @ year whichis less -than-~a mortgage-organization 
eould-reasonably produce. So at that point we have 
to say to our branch officers,"Well; for this year here 
is your new guota for approvals on mortgage accounts" 
and I would think-niost of "US “Operate: in some fashion 
OF "Phat + kris . 

COMMISSIONER GIBSON: “But-thi's “ts’e@nother 


2 J. 


reagon -to™prinegrtiirs ‘up, the quite possible rigidity 
in response. When companies run out ofa quota or 
target or whatever you call it, the’Fimitation set 
for each group of investments’ in the year, is it 


elommon to /Sa'y: OO We f1S “We “have ‘net “any ‘more“to “put 


Fn -this area’ this year, you will have to wait until n 
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year"? Would you describe the possibilities there? 

MR. BRYDEN: That would depend on what 
changes were taking place within the market. You 
do not set up projections for a year and then let them 
461; If, there 18 some change ,in the market ,levels, 
interest rate levels, et cetera, then you vary this 
ideal proportion which, you set up for yourself as a 
target for your investments so that it might be that 
your mortgage branch office might say: "Well, I am 
sorry, .nothing until mwext. year". On the other 
hand, if there was some change that made additional 
mortgages more attractive then there would be 
differences in your quotas given to these branches. 

COMMISSIONER GIBSON: You might change 
your program? 

MR. GRY DED 2. 4 MiGs 

COMMISSIONER GIBSON: That would take a bit 
of a push; it would have to be a fair market to induce 
you: to do that? 

MR. BRYDEN 2.1 Jam, not. so Bure. Sometimes 
it appears to. me it has not taken too much. 

COMMISSIONER BROWN: Do you vary it 
considerably between federal and provincial or provincia 
and municipal? You might say: ‘Sorry, nothing is 
Left. for municipais”. 

NROwiBRYDENG* You Sould, butt wm mot, 2.0 
Sure it would be refined to that. .extent. You would 
operate between, say, your mortgage account on one 
hand and your bond account. on the..other, and your 


stock account. 
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If there were significant spreads between 
municipals and, say, provincials I think they are 
taken care “of “injust the normal purchasing that you 
do because I think people pretty well tend to look 
av municipals and provinctals to’ a very great extent 
as being the same sort of an animal. 

COMMISSIONER BROWN: And on your mortgages 
you give’an example that you kind of ran out of mortgage 
money. Woura’ you ten say? well, we eiabil make more 
moirey available and increase it one-half of one per 
cent"? Would you change your’ rates or wait for 
the market to change? 

MA.’ BRYDEN:* I think we would wait ror 
the market because my guess is you would not have 
any takers at the one-half per cent additional if 
there had been other institutions still sae mortgage 


4 


money vo joan. Il would: nou" Say "it would take a4 
Sienificant chanee in the market to do that. 

COMMISSIONER BROWN: Presumably we are 
talking’ about North American? 

MR. BRYDEN? ~ Yes. 

COMMISSIONER BROWN: I wonder if any of the 
other companies have different patterns. 

MR. BRYDEN: I would be happy to have what 
I have said supplemented. 

MR. HOLMES: We do not do much spending. 
We have to give them some sort of quota for mortgages 
but we are inclined to stiffen our terms rather than 
run out of mortgages if we are getting more than we 


think we want, but if we are getting them very freely 
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we are inclined to stiffen our terms. 

COMMISSIONER BROWN: Would you put your 
interest rates up before North American found out? 

MR. HOLMES: Well, we would get a certain 
amount of business even if we did. 

COMMISSIONER GIBSON: Do you by some method 
ration it out rather than say: "We are sorry, we are 
not going todo any.more'"? 

MR.. HOLMES: To,some extent. In this year 
you will find they are lending next year's money. 

COMMISSIONER BROWN: At this year's rates? 

MR. BRYDEN: At next year's rates. 

MRy REEDER?. «1, think our industry is very 
much the same as aoe Mr. Bryden's. with this addition, 
that we always caution our branches not to run out 
duvnima Ghe wear. 

MR. BRYDEN:. We do that, too. 

COMMISSIONER GIBSON: There comes a time 
when you see good opportunities for bonds, and the 
mortgage demand is strong and you are running over 
your quotas right across the board -- what do you do 
then? 

MR. BRYDEN: We can only invest the money 
we get,. 

MR,. POYNTZ:, Then,you,.do have to ration. 

COMMISSIONER. GIBSONs: . Do you. do this by 
Saying "Since the rate has been down we will only 
take so much"? 

MR. RIEDER: You_will not be alone. begause 


the industry will feel the upward movement. 
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COMMISSIONER GIBSON: But you are an 
inportarrey Tactor in this industry you “are” talking’ about 
and I would think ‘you would exercise leadership in’ the 
Kino Of DULIC res yuu Tol tow 

MR. nLEUERY ” That would indicate a “cemard 
for incressed mortgage money and therefore the rate 
would ZouUp. 

MR.’ HOLMES’: It really does not take them * 
very “fone. ise matter of fact, they went up several 
times to 7s pér cént’ and we stayed’ at'‘7S with other 
compenties below us for a year and got a fair amount 
of mortgages. If we were not getting too much, we 
came down. 

MR. POYNTZ *"Wehad very muchas Mr? Bryden 
described. We set up a program at the beginning of the 
year and a target, so much to mortgages, so much to 
bonds, anc iv Coulre'vary two Or” tires’ times durine the 
VeaAr. reach Voar pee depending on the relative 
traction of the’ ‘various’ types” of ‘securities available. 

COMMISSIONEF “GIBSONS Mr. McCarthy, would 
you. like tCo-say anything about this? 

MR. McCARTHY: © In our company, sir, we 
sit’ down’ once a year and make a determination of what 
we want tO do in the mortgage field. ity ts’ as nrch 
an administrative effort.‘as’ anything else. You have 
a mortgage organization and they have to know what they 
have to spend in the time ahead. This determination 
is made’ in the light of the best expectations we can 


Summon up about the nature of the year ahead and if 
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the conditions change considerably, or perhaps not 
terribly considerably but materially from what we had 
envisioned, we are quite flexible in either adding to 
or subtracting from a mortgage program already outlined 
ianohenfirstainstancen 

COMMISSIONER GIBSON: And in raising your 

rates, if the general demand is increasing? 

MR: McCARTHY: Well, the investment: area 
is really divided into the conventional and N.H.A. and 
the first area to bear the brunt of the rising rate 
situation is ‘abviously the NeH.A.. if your’ conventional 
rates are beginning to'go, and I°think most of us 
are sensitive inthis area and we will attempt to get 
a better rate. te it falls’ away from the N.H.A. rate 
to a significant extent there is a tendency then to 
consider an allocation between the two areas to the 
detriment of the administrative rate. 

COMMISSIONER LEMAN: Over the past years 
what has been the trend on conventional mortgages? 

The demand has been high most of the time. 

MR. McCARTHY: Most of the time. 

COMMISSIONER GIBSON: What happens ina 
corporate bond market when there are a lot of issues 
becoming available and money is getting tight? Do you 
take as much aS you can ‘and then stop’ or do you raise 
the rate at the same time? 

MR. McCARTHY: If they are as attractive 
as’ that we recognize one factor of life in the corporate 
bond market mentioned here before that you buy them 


when availatle as new issues, and that is really the onl 
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condition in'’which you can make significant progress 
on your? Corporave-pond’ porrroerlo “anc “lt "they are’ that 
athe tite relative to other criteria obviously once 
you have exhausted available cash you will make 
commitments against -trading possibilities and at the 
rine] tenabysis “tP‘they are’ afi that attractive “you 
Will attempt to arrange -your commitments for previous 
downgrow at the rates that prevail at the moment and 
you will increase your forwards if the nature of the 
demand permits that. 

COMMISSIONER BROWN: Delayed delivery. 

MR. McCARTHY: Delayed delivery. 

COMMISSIONER-> GIBSON "Do *syou think “In 
terms of rationing dvede bonds between applicants or 
raise your rates and prices to some of the applicants? 

MR. MeCARTHY:) Well; in-my’ own ay eens 

it has been the case under extreme demand for bonds 
that there will be some rationing in terms of the 
amount of each individual one that we can buy, if we 
can clearly see that there was anything more behind them 
and that this. condition was likely to prevail. ‘This 
raises the problem that you cannot detail that very 
well because in Canada you have no clear forward view 
on corporate bonds. There i8 no such thing as a 
calendar of firm borrowings and borrowers seem to be 
in some instances almost secretive in going to the market, 
moreso.under the conditions you describe. This produce 
surprises. You would tend to, under those conditions, 
ration or limit your participation on each one that came 


along, and as you can See this is not a precise science, 
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you have: not got. enough information. 

COMMISSIONER GIBSON: You would rather spread 
the fund out» and raise the price or have a higher interest 
rate? 

MRi+ MeCARTHY o Dts Ist in ttheraaburies off 
the: puolicly. offered» bond issues in Canada that the 
lender, the insurance company, that once: the issue 
has been made, the: only: way you can influence the rate 
on the next One»:isSm0tr tOs\takes :thilsa one’. You cannot 
change the rate on this one. 

COMMISSTONEReGEBSON: I am thinking about 
the ones that are coming out. 

MR. McCARTHY: If the issue receives a 
limited response the next one has to come at a higher 
rate.and- that,,4is° how,yyou.get your point across asa 
lender. 

THE CHAIRMAN: We will adjourn for a few 


moment. 


(At this point a short recess was taken.) 
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--- After recess. 

THE CHATRMAN: We shall. now resume. 

COMMISSIONER BROWN: This morning we touched 
briefly on this question of foreign assets against 
foreign liabilities. I should like to refer to paragrap 
5.42. The last sentence reads: 

"(Non-resident companies doing business 
here are encouraged by the authorities to 
cover their Canadian liabilities with 
Canadian assets. )” 

What d& you mean by "encouraged". ? 

MR. BRYDEN: Mr, Westwater might answer 
that. 

MR. WESTWATER: We were encouraged by a 
letter from the Superintendent of Insurance a year 
or two ago. There is no statutory necessity to cover 
everything. 

THE CHAIRMAN: There is no necessity for 
a statute, I take it? 

MR, WESTWATER:., Mr. McGregor, or.else his 
predecessor, addressed a letter to all the general 
companies requesting that to as great an extent as 
possible we should invest our assets in domestic 
securities. That is the extent of the encouragement. 

COMMISSIONER BROWN: What is the situation 
with respect to the foreign liabilities of Canadian 
companies? Are they required by the jurisdictions in 
which they do operate to'protect themselves iby 
investment «in those currencies? 


MR ws BRYDEN: = IT do not think;:there is any 
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real requirement in any place that we carry on 
business to do so. As a matter of practice we would 
have well over 95 per cent of our United States assets 
in United States investments. Within the sterling 
area -- we are only down in the Caribbean area -- 
we attempt to match the currency of liabilities with 
local currency assets, but once again there is no 
reqthrement as such, although there is getting to be 
a requirement’ in British Guiana. 

MR, LEMMON: The state of New York has 
a requirement that a company obtaining a license there 
may not have more than 10 per cent of its assets investe 
in Canadian securities and one per cent in other 
foreign securities... That cis .not a currency provision, 
thatiis a debtor! provision: That is in relation\to 
Canadian debtor securities and foreign debtor securities. 

The situation in sterling as far as. the 
United Kingdom is concerned is that it is not a matter 
of law, but since 1939 it has been a matter of the 
Foreign Exchange Control Board. If you wanted to 
withdraw assets from a sterling area you had to get 
permission from the Foreign Exchange Control Board, 
which was not ordinarily granted unless you had an 
extent of sterling assets over sterling currency 
diabilittiess« 

COMMISSIONER BROWN: In other words you 
could move your surplus? 

MR. LEMMON: That is generally it. That 
issnot 100 per cent true. There are other circumstances 


under which it would be permitted, but that is generally 
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the way it operates. 

COMMISSTONER BROWN: TI should like to turn 
to paragraph 5.44. Again this was touched on this 
morning and has reference to the movement of funds 
that takes place because of the differential in 
interest; when spread narrow it moves one way and 
when it is wider it moves the other way. How much 
of a change activates the companies? 

MR, BRYDEN: Possibly Mr. Rapsey might 
be our closest trader in that area. What would be 
your reaction? 

MR. RAPSEY: I think it is a combination 
here really of the interest rate spread and the 
question of exchange rates that dictates this thing. 

T would assume that it is a question of the individual 
companies! opinion as to just the right spread at 

which to do this sort of thing. I think perhaps we 

all have the same historical data on which to work, 

as to what seems to be more or less the normal spread, 
but I am also sure that we come to all kinds of aifferen 
conclusions as to how much of a spread we would require 
to do'this sort-of thing’. I-think there’ have been 
instances outside the question of moving between here 
and the States where we have perhaps done a little bit 
of moving between here and London where interest rates 
have widened considerably and we have been able to get 
a much larger rate in London. That has been very, very 
Small. I would not like to say that there is any set 
figure for doing this ‘sort of thing. 


COMMISSION~R BROWN: There is no rule of 
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thumb? 

MR. RAPSEY: No rule of thumb. 

COMMISSIONER BROWN: How about the other 
companies? 

MR. POYNTZ: I do not think we would have 
a rule of thumb, Mr. Brown. We are concerned only 
with sterling,:¢s<- United States dollars and 
Canadian dollars. We have from time to time brought 
back sterling to the extent of our surplus earnings 
there. We have not brought back United States dollars 
recently. We maintain a very low position in United 
States dollars. We are now beginning to bring that 
back to Canada, taking advantage of the premium on 
the exchange and the higher rates of interest available 
here. There is not a pattern to this activity. 

COMMISSIONER BROWN: It is just that you 
all are responsive to varying degrees as the market 
changes? 

MR. POYNTZ: Yes. 

COMMISSIONER MACKINTOSH: I take it that 
it is not a matter of how narrow the spread is, but 
to what extent and at what time you expect it to 
Widen again? 

MR. BRYDEN: Yes, it is the expectation. - 

COMMISSIONER MACKINTOSH: It is not somethin 
on which any two people would agree? 

COMMISSIONER LEMAN: It is probably somethin 
they do not want t tell each other, either. 

MR.BRYDEN: I wish there was a rule of thumb. 


COMMISSIONER BROWN: Iwmder if we could 
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discuss briefly, while talking in the connotation 
of this distribution of assets, about the investment 
in municipal securities. This varies from company 
to company depending on how far they have developed 
the municipal section of their investment department, 
but life companies as a whole are probably the largest 
pools of knowledgeable savings that are directed toward 
the non-term dollar liabilities. and as such probably 
constitute the, logical place for assisting municipal 
financing. In. one section of your submission you refer 
to moving to provincial, municipal and corporate 
securities to increase the yield, and yet in paragragh 
7.11 you talk: about the advantages of provinces 
extending guarantees to municipalities in order to give 
them a wider market. This tends to reduce the yield 
on municipal securities, 

MR. McCARTHY: These two points are made 
in the brief. I think what we haveto draw your 
attention to is this. The industry has been an will 
likely continue to be an important buyer of municipal 
securities, but they will only buy municipal securities 
that merit their purchase..-There are-a«group,of 
municipalities in Canada; they may vary from time to 
time in numbers and in total dollar needs on the 
capital market, that for one reason or another do not 
measure up to the standards that the industry requires. 
We say that this group perhaps could be handled better 
by the provincial pooling arrangement. Do you see the 
point? 


COMMISSIONER BROWN: Yes, but by "pooling " 
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do you mean just a municipal pooling and issuing . 
something as a pool, or do you mean some sort of 
provincial guarantee? 

MR. McCARTHY: Provincial assistance; 
provincial borrowing on the capital market and advancin 
the money to the municipality on a basis like the 
exchanges of securities, perhaps, until such time as 
the muncipality can go to the market on its own merits. 

COMMISSIONER BROWN: This means the existence 
ofa lower yield ? 

MR, MceCARTHY: It would mean that the 
insurance company would look at the provincial guarantee 
credit and would make its mind up, as it does all the 
time, as to whetheror not at that particular time 
that particular guarantee was an acceptable investment. 

COMMISSIONER BROWN: You are putting it 
on the basis of a provincial guarantee rather than 
on the basis of the municipality itself? 

MR. BRYDEN: Yes, but under these conditions 
this particular municipality probably would not be 
buying at all. So, to that extent the addition of 
this additional credit gives them access to the capital 
market which otherwise might have been denied because 
of their own particular credit position. 

COMMISSIONER BROWN: So the poorer 
municipality gets money on a cheaper basis? The 
municipality that has a poor credit gets money on a 
cheaper basis than the other municipality that borrows 
directly? 


MR. McCARTHY: It all depends. A provincial 
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jurisdiction could lend money to a municipality at 

a higher’ rate if it chose-to do it. The province 
borrowing the money could advance it to the municipality 
directly rather than the municipality coming to the 
narket with a guarantee of the province.’ There is more 
than one way of doing it. 

COMMISSIONER BROWN: You do not think the 
insurance companies with their large pools of funds 
could satisfactorily spread the risk to look after some 
of these’ lesser known municipalities? 

MAY SBRYDEN?+“Be* Fs nota “questvon, tir - 
Brown, of necessarily being lesser known. I think 
basically it is a question of their credit worthiness; 
whether they have the economic background, assets and 
so on to service the debt. In other words, these are 
municipalities which may lack sufficient credit. 

COMMISSIONER BROWN: Well, that is the point 
Iwas getting aty-it'ts' nota’ questior of knowledge? 

MR, McCARTHY: It is a question of credit 
worthiness. 

COMMISSTONER BROWN: It is a question of 
the credit worthiness of the municipality itself? 

MR. McCARTHY: Yes. 

COM MISSIONER BROWN: And you are prepared 
to buy municipal bonds of an unknown municipality 
providing it can be shown that the credit is justified? 

MR. BRYDEN: Yes. 

MR, LEMMON: Yes. 

COMMISSIONER GIBSON: Is the interest of 


insurance companies in regard to municipal bonds 
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increasing with the development of larger municipal 
areas like the bigger school districts in the West 
and so on, and the greater interest on the part of 
provincial governments in providing standards for 
municipal grants? Is this increasing the demand for 
municipal bonds on the part of insurance companies? 
We have heard a lot about this across the country. 

MR. BRYDEN: On page 66 in Table 4.0 we 
have tried to set out here the participation of: the 
large insurance industry in municipal bond issues in 
Canada. It covers the figures from 1952 through 1961, 
and it shows the net purchases by the life industry 
of the net new issues of municipal direct and guaranty 
bonds. You will notice that the per cent of participation 
varies from year to year, but in 1961, for example, 
life insurance companies bought 18 per cent of all the 
new municipal issues offered. 

COMMISSIONER GIBSON: It is a higher variable 
percentage, is it not? 

MR. BRYDEN:* Yes. 

COMMISSIONER GIBSON: I notice your portfolio, 
as a proportion of your assets, has stayed fairly stable 
in the postwar term, 

MR. BRYDEN: Well, yes, I think it has 
Stayed quite stable, but one point I think that must be 
borne in mind is that the life insurance industry can 
only invest really its net increase in assets in any 
year. To the extent you go into a certain area you 
must reduce some other area. It is a matter of shuffling 
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Spectrum of the reasonable needs as you can but there 
is a limit beyond which the money just is not availble. 

COMMISSIONER GIBSON: It is not one of the 
areas growing rapidly becuase of this increase in housing 
and so on? Are you participating to an increased degree 
in housing? 

MR. BRYDEN: Yes, and we have felt that 
rather than go any further in housing we had some 
sort of responsibility: to help provide the amenities 
that make housing feasible. That has been one of the 
reasons for the increasing interest in municipal bonds. 

COMMISSIONER BROWN: If I remember rightly 
some companies have a rule of thumb that they will not 
invest in any one municipality more than X dollars per 
capita, relating to the population of that municipality. 
Ts this general? 

MR. BRYDEN: I would not say it was general. 
We try to work out some kind of a yardstick as eadene 
amount that we would like to see in any one municipality. 
The easiest method seems to be to relate it to the 
number of people in the municipality so that we do have 
limits of that character. The limits are pretty much 
$10 per capita in the municipality of any substantial 
size, so with 50,000 people it would give you $500,000 
being the top limit in that municipality. Now, the 
Ghances of building it that high in a number of those 
cases is pretty thin. Those limits are beyond what 
you would probably have by distributing your municipal 
portfolio over the number of municipalities which you 
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COMMISSIONER BROWN: The municipal issues 
now in all provinces are largely issued in serial form 
except for thevlarge metropolitan aréas?° This-historically 
I'think-came-about because of the problems that arose 
through sinking fund maladministration in the 1930's. 
Have life companies had any second thoughts about the 
advantages and disadvantages of serial issues as against 
sinking fund issues of municipalities? 

MR, LEMMON: No, I would think on the 
average we still think the serial method is the best 
method by which to finance. We do realize that that 
proposes some limitations in the marketability of those 
bonds, because to individuals small serial maturities 
are not. particularly attractive. We still think that 
is best, and we still do not like the idea of small 
municipalities getting into the problems of sinking 
fund administration. 

There is another alternative, of course 
which is a sort of pooled sinking fund arrangement, 
but that seems to create more problems than it solves. 

I think most of the companies would still lean toward 
serial maturities for municipalities. 

MR. McCARTHY: Our company has been investing 
in municipal bonds for a very long time. We would agree 
with that statement while recognizing trat it runs 
perhaps counter to one or two other objectives. The 
objective is to secure as long-term as possible, for 
instance, on your fixed income securities, but in the 
interest of public finance administration of the small 


and medium type municipality we would tend to feel on 
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the basis of our own experience and judgment that 
the retention ofthe serial form is the best. 

COMMISSIONER BROWN: Everyone is unanimous 
in that regard? 

MR, BRYDEN: I would not disagree. 

COMMISSIONER BROWN: How about a rating 
for municipal securities similar to the system in 
the United States? 

MR, McCARTHY: TI think most of the companies 
that have been in the municipal business for a long 
period of time have individually developed some form 
of a rating system; some more comprehensive than others 
As far as a publicly or privately operated rating system 
IT do not think we would regard it as being very useful. 
I think we would use our own methods because they 
have been proven and proved satisfactory. 

MR. BRYDEN: You may remember, Mr. Brown, 
that was one of the things that the Citizen's Research 
Institution did in the past. That institution rated 
municipal bonds, but it finally just petered out. There 
was not enough call for it anditis defunct as of now. 

COMMISSIONER GIBSN: I would like to ask 
a few questions about mortgage preferences in insurance 
companies. Mr. Lemmon said earlier that 66-2/3 limit 
on conventional mortgages was one of the few restrictive 


limits in his view 
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COMMISSIONER. GIBSON:.. 6..that._a fairly 
Widely used element? In other words, that loans may 
be made. at a-higher. percent? 

MR. McCARTHY: I think that generally speaking 
the restriction, doesyprevent.» some lending. LA. yy 
own experience, it would not be too significant in the 
total echeme,.of things. L think, if. the, limit. were 
higher that moste:ofrthe companies. would tend. to 
propose that -the majority of trade loans observe 
something, around the two-thirds, ratio. 

COMMISSIONER .GIBSON: . There would be 
Situations where it would be convenient to get rid 
of chats particular. thing? 

Mnep MeCAntny te ST Rete lss right), 

MReyrROYNTA® okt.oprobably.would not .mean 
that more money would.go.into the morteage market, 
Ghouch.« 

COMMISSIONER BROWN: .It probably would 
mean: that you would. .loan on fewer houses? 

COMMISS LONER.GABSON:» You could make, more 
large corporate mortgages? 

MR. LEMMON: » Yes.. 

COMMISSIONER,.GIBSON: .-That, is.an interesting 
observation. Of the loans that are made on existing 
residential properties, what parts are associated with 
transfers of such properties and what part is for other 
purposes? Inatheat Lrsé- place,.do. you. make: many 
loans against. the existing residential properties, not 
new homes? 
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of most companies! business. Usually I imagine it 
takes place at the point at which the property is 
beings=sold to another purchaser, so it helps finance 
the sale. 

COMMISSIONER GIBSON: In some of these 
you make mortgage loans to people who simply want 
money for a use, it is ‘not to finance a sale at all? 

MRVCOSRYDEN: Yes, I think that you would 
do that from!tiime-to Vime ; There’ it bears “on how 
youassess othe value 'of the house and his credit, and 
presumably at that point you would probably ask him 
what he wants the money for and to see if it is a 
perfectly good. risk. The chances are that you would 
hocalits. | 

COMMISSIONER GIBSON: Whether or not this 
issayvgoodiasset; that’ is the main point A Ooe 110G 2 

MR. BRYDENSOO Pha t+ is Piet . 

COMMISSIONER GIBSON: The loan is in proper 
réelatbonetovits value, so'you' do not*care too much 
what is done with the money? 

MR. LEMMON: No. 

MR. “RIEDER?:© DD would‘say itis not “avery 
Significant part of our operation for the financing 
of old houses; perhaps 80 per cent is N.H.A. and that 


is on’new housing and it would be a fraction of the 


MR BRYDEN: °LIfcheCommission ‘is interested, 
Dominion Mortgagé and Investment have figures of the 
breakdown on loans made by the life company members 


by new houses, existing houses, and so on; I do not happe 
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to have that with me, but we would be glad --- 

COMMISSIONER GIBSON: We would be very 
interested: in that. 

MR. BRYDEN: We will send it along to the 
Secretary. Would you want this for a one-year period 
or what? 

COMMISSTQNER GIBSON: As it appears in 
the latest period. 

MR. BRYDEN: Would you want just the latest 
period or a: period«of-years back? 

COMMISSIONER GIBSON: It would be interestin 
to see if thetemaasToseen anywehange. 

MRa~BRYDEN@:; We will give it back as many 
years as we have it available. 

COMMISSIONER GIBSON: Do you think there 
is much demand in this area for existing ues is 
there an area. wherer@inanwee,is needed here? We have 
had suggested to us by a number of people that there 
is not enough money available on existing properties. 

MReoMeCARTHYtacd thinkrone point Tthatibas 
toibe madecisathat to rthenextentithat the insurance 
industry were to devote significant funds to the 
financing of old houses that it would be just. that 
much more money not available for the construction of 
new houses, and that aspect has to be related to 
publics podiciess and’ sq: ons You do not add much to 
employment and income by refinancing old houses. 

COMMISSIONER’ GIBSON:- And it is usually 
an individual operation, whereas the financing of 


new houses is usually done with a builder, so that you 
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are really moving ‘from wholesale to retailvin a sense? 

MRw ,.POYNTZ: «nl (think (the scOmpanies °~ 
are interestéd invlending ion existing houseési:to Lacilitate 
aosale, but the pressure may beefelt by the purchaser 
who may not get as high a ratio of loan to value-as 
he might wish. I think there is money available, 
but not on the same terms, possibly, as for a new house. 

COMMISSIONER BROWN: There would be a 
higher proportion -- would this. in fact increase the 
price of the old house? 

MR cPOYNTZ: « cl wthink Obt: cwould; 

COMMISSIONER BROWN: So that would not 
be any advantage to you. 

MRetPOYWEZ that doubt@eht < 

COMMISSIONER BROWN: The advantage would 
be to the sevierm, 

iis POYNIGe rY¥éey 

COMMISSIONER MACKINTOSH: The buyer would 
get a house and the seller would sel] his house and 
they ‘both get some advantage out of it, but I would 
think the greatest concern in this is in the mobility 
and the difficulty of moving people because they have 
houses which they have to sell and if they have to 
buy an existing house ‘they only get a two-thirds 
mortgage on it and are scrambling around for all sorts 
of, odds -and ends: cof: cf inance ctoctry cand getnthe rest of 
it, and they are often quite young people in communities 
where you cannot resell the meusie H ,ALt inbs*tquiree ta 


problem in the mobility of high class estates 
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Now, I want to ask the question if 66-2/3 
tsa livtvle ‘tow, how hiteh ts comrortabte? 

Mit. Corie = Wie Tore OU me Perry, Sa?) 
Mackintosh, that the industry has’ a view on that subject}, 
P*crrimk ‘tne Por sure pract ica berd ine ourposes--that 
there are times when you could quite easily feel that 
the security was’ such that’ arou ‘could ‘to vo'75' per cent. 
There might be other times when the security is such 
that you would not want to loan beyond 50 per cent. 
As far as the industry is concerned, we were in thorough 
agreement at the point at which 66-273 per cent was 
stated. It think some of us may feel that if we made 
a mortgage loan larger than that that we might out 
it in the basket, pute eben was denied to us under 
curren. .lecis trav ron, 

COMMISSIONER MACKINTOSH: You a6 say at 
one placé that’ you are going to suggest the 30 per 
cent for the home owner. 

MR. LEMMON: That was under the National 
Hous ine rer’. 

COMMISS: ONER ‘MACKINTOSH: No, I think 
that was on existing houses ‘and limited to the be aeiee 
by a home owner. 

MRS SLEMMONS? “Phatveisiin: theccase of the 
National Housing Act’ with regard to existing houses. 
It was not suggested as a conventional loan. 

MR:*-BRYDEN: -That ‘was ‘our “potnt , “if it -was 
deemed advisable to extend the N.H.A. mortgage to 
existing houses, then we very definitely felt under 


those conditions that it should be in an amount almost, 
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say, 80 per cent, but on a lending value that would 
really recognize the existing,age of the house, its 
location, its remaining economic life and that it should 
I think, be -Limited;torthe bona. fide purchaser. of.a 
certain house who,intends to reside, inj ity One, of 

the things I can see is the -- if this were done 
without that type of.a safeguard, first, you would 
monetize an, awful lot of existing savings which 
are ..-, now tied up;sjin- fact, in the house. Everybody 
could play musical chairs and in no time flat you 

would have a mortgage situation on your existing house 
which-in theory might run,to, 380. per.cent. 

What happens though to all this money that 
is drawn out by the seller? Is it maintained in 
Savings form or,;spent currently? I think this is 
one. of; the problems. where it,,exists in making it too 
easy to get too large a loan,on existing houses, 

COMMISSIONER BROWN: What would the reaction 
be. tO. an adjustment:.toothis basic clause to take care 
of a surplus of 66-2/3 per cent on any mortgage? 

MR. LEMMON: Some conpanies were in favour 
of that.at the time.of.the.revision of the-Act. Ido 
not. know whether that was all the industry, but certainl 
companies were in favour of it. 

MR. BRYDEN: I do not actually think it 
was unanimous, 

COMMISSIONER BROWN: What would be the argu- 
ment against it if the company wished to use the basket 
clause.for. this..purpose? 
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ASA Sie Let } 
MR BRYDEN: > Ieguess it was’ a unanimous 
view. 
COMMISSIONER GIBSON: Do‘you really think 
a great many people would start monetizing their equitie 
in their -nouses and go rushing “off spending «it? It 
is a great advantage having an equity in a house from 
a tax pointsof view. 

MReovBRYDEN : orButecen othe oother handr you 
continually get the situation in certain Locations 
where there are-individuals who know»the -house's age 
and to the extent: that you ‘allow too high a: mortgage, 
but you do free a: lot of cash which at ‘the moment 
is bocked up pretty: wells. 

COMMISSIONER GIBSON: But it is deliberately 
locked up as a matter of conscious bieyeee nites person 
has built upkankédtEty inwWehat, 

| THE’ CHALRMAN:< Youesay that there isa 
tax, advantage’ to this? 

MR. BRYDEN: » Yes. 

THHSCHAIRMAN: I do’ not see what difference 
it makes; supposing he does decide to. spend the money, 
Suppose he is a retired person and decides that he 
will just spend that money and»have none of it left 
by the time he dies, what difference does it. make? 

Why should he not be: able todo that? 

MR, HOLMES: You have to take over the house 
and sell it. There is not a fixed priefor it and there 
has been a varying price for the last couple of years. 


We have moved three men out of Saguenay and had to take 
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Over their houses at lower than they paid for them, and 
we still own those three houses, If you were thinking 
of 80 per cent loans, they are risky loans to make. 

THE CHAIRMAN: I think that would be so, 
as you pointed out here you would have to be very careful 
as to the evaluation, but why shouldn't houses be 
more liquid than they are? That is, older houses. 
There are many people living in an older house and 
they have to move for some reason to some other part 
of the city or some other city and they have great 
difficulty in selling the house, financing the sale, 
and if mortgages were available for that sort of thing 
T would think it would be well worthwhile. It may 
be entirely GGreésent" ftom the point of view of a 
life insurance company; it may not be considered a 
convenient type of interest. 

MR. HOLMES: When you are thinking of some- 
body else loaning them the money -- you have to think 
of a person loaning the money, and they have to get 
something for it if you are going to get anything 
like 80 per cent. 

THE CHATRMAN:I3 is on a fairly low evaluation --- 

MR. HOLMES: The N.H.A. has gotten people's 
minds fixed on a 63 per cent rate and an 80 per cent 
loan. That would not be the case if you were loaning 
om Old houses at these vitués' 

THE CHAIRMAN: Well, in terms of loaning 
at these particular values, it is a question of having 
some sort of a mortgage market for existing houses, 


and it may be an entirely different -- you may decide 
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to loan up to. the full amount but you might not be 
entitled. to it. 

COMMISSIONER MACKINTOSH: As to monetizing 
the proceeds of a higher mortgage on an existing house, 
what happens to the fellow who has a house that he 
has built at the 60 per cent equity, would you monetize 
that, part he;had huilt up in equity? 

MR. BRYDEN: Let us assume for the sake 
of the dissussion that that fellow was the owner 
and he may have a mortgage on his property that he 
has brought down over the years to, say, 20 per cent. 
As it stands at the moment, if he is the seller, 
presumably he can, or his purchaser can, arrange a 
mortgage on 66-2/3. Now, it is possible that he may 
not have the additional down payment himself and then 


you get into the position where either the seller 


has to give back a second mortgage -- in other words, 
take a time payment on the equity -- or else he has 
to go in search of. funds. As far as the seller is 


concerned, if we move into this other situation it 
struck me -- and maybe I am on a sticky wicket -- it 
struck me that there is a very large equity position 
existing in older houses, a large part of that, you 
might say, aaate earned increment which has come 
from the exceptional spiral in houses to the 
extent that the savings he gets out of the sale are 
on balance kept in capital form, and then I. think 
that.is all. right, but I could see situations where 
it would seem to me that a lot of people might very 


well -- and this is not the old people the Chairman 
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Was talking about -- but a lot of people might very 
well exchange for another new house and only put 
down the minimum equity and then proceed to have a 
windfall, if you will, of X thousands of dollars 
which they proceed to go around the world on, or 
something of that kind. That is what I mean by 
monetizing it. Is that a bad thing? 

MR. RIEDER: I think it would be difficult 
here aS you are talking to a group of life insurance 
people and this has not been a traditional mortgage 
field for life insurance companies, but is for other 
institutions like the trust companies, and so on. 

THE CHAIRMAN: You will find there are 
very few institutions that are particularly interested 
in this for various reasons, I suppose. 

COMMISSIONER LEMAN: What does this do to 
the develcopment of towns? 

MR. RIEDER: It lets the downtown go to seed. 

MR. BRYDEN: I do not know that that is 
a valid comment on it. The F.H.A. nas been available 
on existing houses in the United States for many years 
and I do not know that the central areas of their 
cities have held up any better than the central areas 
of ours because the F.H.A: have not been available on 
existing houses. Certainly we have been in most of 
the major cities in the United States and it is not 
our experience that the downtown areas are built up 
any better than ours. 

THE CHAIRMAN: Is it not all a question of 
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this: The people have an asset that is/easy to sell. 
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MR. BRYDEN: That is right. 

THE CHAIRMAN: Because of the difficulty 
of finding a purchaser who has the cash? 

MR. BRYDEN: >< Thateis right. 

THE CHAIRMAN: And there are many people 
who would like to buy that class of a house 
and the seller either has to take a very much lower 
price than he would like to accept and which is out 
of line with: --,if there-is»such-a thing as aitrue 
value-on a house. Somebody wants to sell it and 
somebody wants to buy it, and what is wrong with some 


agency making it possible by financing? 
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COMMISSIONER GIBSON: Do you gentlemen think 
there is a gap in side financial system? 

MR. McCARTHY: There may be, sir, but I 
don't know that it has ever been demonstrated. I 
would venture the opinion that the people who talk about 
this are the minority and there is more noise than 
there is substance. I make that observation having 
in mind that the Commission has heard much about this 
across the country, and it was that 1 had in mind. The 
bulk of people buying houses today buy new houses 
and not old ones. 

THE CHAIRMAN: You would be surprised how 
difficult it is to buy a new house in certain places. 

COMMISSIONER BROWN: Is this because it is 
easier to buy a new house? 

MR -McCARTHY: «cL think«so, and I think 
people want new houses as compared to old houses. 

THE CHAIRMAN: There is a tremendous 
demand for old houses in certain. areas of Toronto. 

It is very difficult to finda house for sale «There 
doesn't seem to be any problem of financing. People, 
if necessary, will pay cash for it. 

COMMISSIONER GIBSON: Could we change the 
subject a little and ask one or two questions about 
N.H.A. mortgages? What would you think of free N.H.A. 
mortgage interest rates? 

MR. McCARTHY: Freeing them? 

COMMISSIONER GIBSON: Yes, just having 
a market rate and not) a fixed rate? 


MR. McCARTHY: The posted rate under N.H.A., 
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IL, think,» 18, an,integral. part.of the. system... To, have 
a variation on it ,.it seems to me, we must develop 

a two-sided market -- a bid and ask market for N.H.A. 
mortgages where people trade at discounts or premiums 
as do the F.H.A. mortgages in. the United States. We 
have a piece of that market -- Central Mortgage and 
Housing has periodically made .mortgages available. 
We have not organized Awo-sided market yet. I would 
venture. the opinion. it.is.a,need. that..will. only, be, fille 
when it can be done so profitably by some group. Who 
that group may be, or how they would go about it, I 
am not certain. 

COMMISSIONER GIBSON: You don't think it 
would happen if the rate were free? 

MR. McCARTHY: The rate would be, in effect, 
free if the two-sided market existed. 

COMMISS TONER GIBSON: But you «say..i1t. dees 
not exist on one side, and if it were free would this 
speed .the,.development of such a market? 

MR. McCARTHY: ..We.are still left with 
the question of who would be the group on the bid side. 

COMMISSIONER BROWN: Presumably somebody 
would have to set the rate,anyway if it is going to 
be something that is guaranteed by the Federal Government? 

My..McCARTHY: I,rthink+that,,is,correct, 

COMMISSLONER.GIBSON: ; ;It.is,theoretically 
quite possible to have a guarantee ata set rate. 

MR. McCARTHY: It may be. 

MR, LEMMON: ..The.rate set is not a. fixed 
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lenders from making loans under that rate, and at 

certain times in the history it has been done. It has 
been the feeling of Central Mortgage and Housing, 
apparently, or some authorities ‘in the government that 

if the rate was cet free it would be automatically set 
higher than it should be, and I don't think that 
necessarily followsat all. IT think the market conditions 
would set that’rate?-the same ‘as: it’ sets* the rate °*on 
corporation bonds or municipal bonds or conventional 

loans or anything else. The set rate on National 

Housing Act loans has been used as a method of influencing 
mortgage rates generally. If it were set free,: that 

could not be done. 

COMMISSIONER GIBSON: You don't see any 
particular objection to-1t? 

MR. LEMMON: No. It would have the advantage 
of making the flow of funds in the N.H.A. loans much 
easier over the years. There have been periods when 
the flow has gone down because the rate has been not 
too attractive. -As a matter of fact, there was a period 
when the-flow of funds from private institutions 
practically disappeared. If the rate was permitted 
to be flexible such @ situation would not occur. 

COMMISSTONER GIBSON: Does the maximum loan 
provision under the N.H.A. affect the quality of housing 
in your opinion -- that people will skimp to get under 
that maximum amount? 

MR,°LEMMON:-: That is a» matter of ‘opinion; 
it can only be a matter of opinion. In our judgment, 
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good job across the country of protecting the purchasers 
against that sort-of skimping. oTherescertainly is 
&@ tremendous urge on the part of the builders tO! get 
under that maximum, and they undoubtedly would do 
such’ skimping if they could, but our own experience 
is that the inspectors‘ of C.MVH.C.thawe done quite a 
job in preventing that’ sort of thing: going: on. 
COMMISSIONER GIBSON: What about the pre- 
payment privilege of N.H.A. mortgages? Have you any 
views about that? Is it too liberal to make it an 
interesting investment? 
MR, LEMMON: “It certainly is’ one factor 
that the lenders take into account, that in periods 
of higher average interest rates you are never sure 
of the term of N.H.A. loans, and the witness Of itirat 
is that we had discussions with ert Mortgage and 
Housing a few years ago and they finally agreed that 
NLH.A. Toans ‘on’ income properties. could not be refunded 
within 20 years, and that made them much more attractive 
to institutional “investors. Single houses are’ not 
quite so important because they don't tend to be 
refunded for a saving in interest to the same extent 
that income properties do. Generally speaking, when 
aman contracts a mortgage on his house he goes on until 
he selIs it or until some other circumstance results 
in the repayment, but he does not do it to save one-half 
of one per cent in the interest rate: So, it ‘is 
perhaps not so important with individual houwes. 
COMMISSTONER BROWN: On that particular 


phase of it has there been any thought at any stage 
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of developing a mortgage document somewhat similar 


to that used by the building societies in the United 
Kingdom where the interest rate is subject to fluctuati 

MR. LEMMON: Not in this country, to my 
knowledge. 

MR. sBRYDENe® 11 don't ctheink ts 0% 

MR. BROWN: ‘Would it help at all? 

MR. LEMMON: No, I don't think the 

Situation is parallel at all. The biggest lenders 


on housing in Canada are life insurance companies with 


long-term liabilities who like to have their investments 
for relatively ‘ong terms. The Building Sdciety on 
the other hand, has short-term liabilities and can chang 
the rate of interest they pay on their deposits and on 
their shares, and therefore if the rate of interest 

on their assets goes down they can cut the rate of 
interest on their liabilities. Life insurance companies 
on the other hand, cannot do that. 

MR. BRYDEN: I think Mr. Westwater would 
agree that is one of the reasons why the United Kingdom 
companies tend not to have so many mortgages as we do ran 
the fact it is a pretty short-term investment over there}. 

MR. WESTWATER: This is so, yes. 

COMMISSIONER GIBSON: On the question of 
interest rates -- and I am referring to conventional 
mortrgages -- when interest rates rise do you tend 
to take a little more generous view of the period of 
amortization -- the term of the loan? 

MR. BRYDEN: That is-a ‘difficult. one te 


answer. I would think probably no, because it is quite 
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normal that you attempt to tie your amortization 
period to some life of the asset -- not the life 
exactly but the economic life of the asset, and I think 
that is the governing factor on most amortized amounts. 
DO, don't think you would alter it because you 
happen to have a change in the interest rates. 

COMMISSIONER GIBSON: Do you tend to alter 
the size of the loan in making the conventional mortgage 
when interest rates rise or decline? In other words, 
if the rate is a little better do you have to be a 
little more generous’ in the amount of the loan, or 
vice versa? 

MR. LEMMON: It might even work vice versa. 
In periods of tight money the borrower's bargaining 
power is not so good and he is more apt to accept the 
loan yu offer. In periods of low iatereeee reece the 
lender's bargaining power is not so good.) 

COMMISSIONER GIBSON: In periods of tight 
money you have got less to go around? 

MR. LEMMON: Yes. 

COMMISSIONER GIBSON: So you are trying 
to keep it less even though the interest rate is better? 

MR, LEMMON? “Yes: 

THE CHAIRMAN: Gentlemen, the authorities 
have encouraged us to vacate this building by 4.15 P.M. 
We will now adjourn until 8.45 in the morning. 


--- Adjournment. 
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Ottawa, Ontario, 
Tuesday, July 10th, 1 eo 


--- At 8.45 A.M. the hearing commenced. 


THE CHAIRMAN: Call the meeting to order. 

COMMISSIONER GIBSON: Mr. Chairman, we 
were asking a few questions when we adjourned yesterday 
afternoon about the mortgage end of the business and 
I would like to pursue this a little further. One 
question that was discussed is the same question Mr. 
McCarthy said a few words about, how funds are moved 
from one type of investment program to another. I 
would like to follow this up a little further. 
Suppose you have a given amount of funds or an 
estimated amount of funds which you are going to have 
available in the coming year, or whatever coming period 
we are looking at, what are the considerations that 
geceemine the proportion of those funds that will go 
into mortgages? I realize you may shift from ah to 
another as things go along, but when you are starting 
out on the year, how do you say, well, how much of this 
will go into mortgages? 

MR. McCARTHY: Well, I suppose we would 
begin by making a judgment as to whether or not we 
want to increase the proportion of funds for new mortgages 
or whether we want to hold that proportion constant. 
To hold a mortgage portfolio constant a mature mortgage 
portfolio requires to hold the returns that are coming 
along. 


Having made that judgment you have to take 
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into account the needs of keeping a mortgage program 
together. This requires a certain minimum amount of 
business flowing through it in the course of a year. 
Beyond that it is a case of the relative attractiveness 
of mortgage rates as you look ahead against other forms 
of rates. 

COMMISSIONER GIBSON: You look at the 
relative differences in yield between mortgages and 
other types of investments and this provides a basis 
of whether you increase or decrease your mortgage 
program but you have to take a certain volume a year 
to keep the machinery turning over. 

MR. MecCARTHY: It would be my opinion that 
the mortgage instrument would have to be extremely 
unattractive versus other investment criteria to turn 
the program off completely. 

COMMISSIONER GIBSON: When your other yields 
are somewhat more attractive and there is a change in 
favour of other types of investments would you be 
inclined to lower your standards in the mortgage area 
a bit in order to get the better yield? There is 
a suggestion in your brief that there is a variation 
of one-quarter of one per cent between the first class 
mortgage and the fairly good one. That seems like 
a rather small variation to me. Do you go out of that 
range any further in order to keep your yield up? 

MR. McCARTHY: In my own experience no, but 
others may wish to comment on that. 

MR. FALKNER: I do not think that it is a 


question of diluting the quality of the investment. 
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Some mortgages may commanda rate of 6-3/4 per cent and 
by the same token it would be perfectly logical to 


make another mortgage investment on a different type 
I am simply 


of property possibly at 64 per cent. 
using these percentages as an example. 
Well, sticking to 


COMMISSIONER GIBSON; 
the residential mortgages there is a difference in 
For instance, yesterday we were talking 


quality here. 
about mortgages on existing properties and here is an 
area where perhaps you get a little higher rate. 

MR. FALKNER: It might appear logical that 
that would be so, but I think the risk might be 
reflected possibly in underwriting practices and it 
Should command the same rate of return as on an old 
residential property as possibly a new property and 
the quality of the investment might be reflected in 


the ratio of the loan you would be prepared to make. 
COMMISSIONER MacKEEN; Would not location 


have a good deal to do with it? 
MR. FALKNER: Very definitely. 
TI believe there is one further 


MR. RIEDER: 
factor in planning your program for the year -- your 


demand or probable demand for housing in the coming 
year. 
COMMISSIONER GIBSON: You look at the 
be available? 


The need and the supply. 


supply that is likely to 
Does the mortgage 


MR. RIEDER: 
COMMISSTONER 


GIBSON: 
program vary quite widely in individual companies? 
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Your total figures do not vary so very widely but is 
there a big variation in individual companies from 
year to year? 

MR. McCARTHY: Some companies are more 
flexible than. others, I believe. There are some 
companies who use the mortgage investment field 
as the principal and almost the main outlet for most 
of their funds and there are other companies at the 
other extreme that will vary a program as much as 
50 per cent from year to year depending on their 
assessment of the relative attractiveness of mortgage 
development. 

COMMISS LONER GIBSON: The more attractive 
it is the more likely it is to be fairly steady? 

MR. McCARTHY: No, I would not say that. 
It is just what is in the minds of the a oe who 
determine this and that I do not know. 

MR, LEMMON: It may be interesting for 
you to note the cases in the last five years and the 
variations between the high mortgage loan approvals 
and the low mortgage loan approvals would be of the 
order of 30 per cent; in other words, the low order 
would be about 70 per cent of the high order. 

MR. POYNTZ: Our own has varied more 
than that -- as much as double in one year what it 
was the year before. 

COMMISSIONER GIBSON: Are these decisions 
made at the beginning of each year? 


MR. POYNTZ: Yes they are. 


a 


ie 
‘“s 


SNE! ee a eionens Suet de 
erom eis Beinsqmoo smog \sYHTHADOM .AM 
emoe evs otodtT .,,evetieod I. ,.asedie asdt eldixelt 


bleti dJnsmteevnal egsgirom edd saw onw aotnsqmoo 


- 


teom tot doelivo aism edd Jsomis bas Lseqtoatxgq ort es 
ent ts rolasqmoo tendo sts overt bas absavt tledd to 
as foum 8s metgorq s ywiev Lliw tedd .smetixs terse 
tLons no, antbnegeb Issy.ot ts9y morl Jaso teq.0e 


egegdtom to ecenevitositis evitsiest edd to Jnomagoaas 


-Jnomqolaveb | % 
) ie 
ovitostdds exom.odT :WO@H1) ABMOL&eIMMOD hy ee cr 
fybsete yiaisl sd of ef tk Ylontt svom oft sh of jar 7 
-tedd yse gon blvow I.,.0W sYHTHAQOM «AM.» o8 0 wa yet f 
orw nee eft to eboio sdd.ot et derlw tent, et JT i> i 
.wony dor ob I dedd bas ett entmisteb ive 
101 antteerednt ed yam JI sMOMMAI).AM 8! i 
_ ors bos exveey svit teael. edd at esaso edd eton. od voy jet iG 
elsvordqs mgol enenirom std ert nsewiesd enoiisiisv as 
_ edt to .od ptuow alsvoxgas nsol sgesgdrom wol ord brs ES ‘ 
tebio wol edt ,abtow aendso al .taso teq OF To tebt0 ss 
.sebto datd odd to -das0 seq OY dyeds od biuow | * 
stom bettsv asd awo tO :STUYO" . AM BS 
as 


ti tedw. ts9ey sno at eldvob es fioum es -- dsdd asdd 
| ~etolsd tsey odd asw 

anotetosh eeedt etA s;MOcHl) AXMOLacIMMOO 
a acd anc ell edt gs sbsm 


-ots Yodd eoY . < STUYOD, AM. ., "SHONE 


4 . » ae e. J 
f ry + yey " e? Chi a « 
reeks ‘ i oe | i © | wr hw ay Recess we uo AY ail of ene v 


a 


Se 


¢ Nethercut & Young as 2520 a 


Terente, Ontaric 


MR. BRYDEN: In our case, Mr. Chairman, 
we normally reinvest the maturing section of the 
existing account and, of course, we are able with the 
big demand for houses in some years to run as high 
as more than 100 per cent of our total new money 
into the mortgage account, and this was reduced to 
a place some ten years ago where we were putting about 
50 per cent of our new money in. That was raising 
the percentage of new and for the last three or four 
years our ratio has remained relatively constant at 
around 38 per cent and 40 per cent with the result 
that you are reinvesting your repayments at about 38 
to 40 per cent of your new payments into that area. 
There may have been in the last year or so a eendehey 
for the total to decline slightly but not much. 

COMMISSIONER GIBSON: Mortgages have to 
become relatively more attractive in relation to bond 
investments because of the reduction in the Genres 
administration. There is quite a marked reduction 
in the cost of administration. | 

MR. BRYDEN: There has been quite a reduction 
yes, over a time but probably the answer to that is 
that your existing organizations have been able to get 
a bigger volume with very little increase in personnel 
and other costs. 

If I may, Mr. Chairman, the subject came up 
about loans on existing houses and we have found amongst 
our papers that the insurance companies -- and this 


was a percentage based on their total loans -- the new 
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1 residential loans in 1961 were 67 per cent of all loans, 
2 loans on existing residential were 14 per cent which 
3 gave you a total of residential loaning of 81 per cent. 
4 Then new other urban would be 14 per cent, existing 
5 other urban 5 per cent, and farm is nothing, so the 
6 other urban would be 19 per cent. 
7 COMMISSIONER BROWN: What is “other urban"? 
8 MR. BRYDEN: That would be office buildings, 


9 factories, and anything other than residential -- 

10 stores, shopping centres, et cetera. 

11 COMMISSIONER BROWN: Commercial and 

12 industrial? 

13 MR. BRYDEN: Commercial and industrial et 
14 cetera. And that has changed relatively little over 
15 the last three years. The existing residential loans 
16 as a percentage of total loanings in 1959 was 16 per 
17 cent, in 1960 was 12 per cent, in 1961 14 per cent. 


18 So that is the extent to which the insurance industry 


19 participated in loans on existing houses as of now. 
20 COMMISSIONER GIBSON: That is as of 1961, 
21 is’ 1t? 

22 MR. BRYDEN: The last three years, 1959, 


23 1960 and 1961. 
24 COMMISSIONER GIBSON: Thank you very much. 
25 Going back to the decline in administrative costs 


26 you say it is largely a case of bigger volume, is it? 


2; MR. BRYDEN: I would have thought so. 
28 MR. LEMMON: Yes, almost entirely. The 
29 absolute expenses have gone up but it is the base that 


30 has increased much faster. 
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COMMISSIONER GIBSON: And this would apply 
more to larger organizations than to smaller ones? 
MR. LEMMON: I presume it would. 

MR. HOLMES: Mortgage accounting is another 
factor in cost. They have been able to get mortgage 
accounting effectively onto the machines which is much 
faster than formerly. 

MR. POYNTZ: I think the relative mix has 
something to do with it all. If the mortgage account 
is being held fairly stable by the reinvestment of 
saseianh uacielal only the acquisition cost is relatively 
lower. 

COMMISSIONER GIBSON: Could you give us 
some idea of the differences in costs of various 
kinds of residential mortgage loans? First of all, 
is there any substantial difference in cost between 
getting National Housing Act mortgages and conventional | 
mortgages of approximately the same size? 

MR. LEMMON: We have tried in our shop, 
Mr. Chairman, to put some figures on this. It is 
awfully difficult, it is a pretty arbitrary procedure 
but generally speaking it is more expensive to put 
a National Housing Act loan on your books than a 
conventional loan. There is another party involved 


and there are certain procedures to be gone through 


and certain approvals to be obtained, certain regulation 
to be followed which introduces another factor and 
principally because there is a third party in the 
transaction the cost of putting a new National Housing 


Act loan on your books is more than putting a small 
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conventional loan on your books. The exact extent of 
that would be a pretty arbitrary estimate. 

Mr. Rieder brings up the question that 
there are two ways of handling National Housing Act 
loans. You can do it on insured advances or uninsured 
advances. In the case of uninsured advances the 
lender gets part of the fee that C.M.H.C. charges for 
the National Housing Act loan to offset the expense that 
the lender incurs in doing the inspections and following 
it: Uhrough. That increases the expense and also the 
lender gets some fee for doing it. In the insured 
advances the lender is not put to the same extra expense 
because C.M.H.C. carries the risk over the construction 
period. 

COMMISSIONER GIBSON: Which of those choices 
do the insurance companies tend to prefer? 

MR. LEMMON: I think each company will have 
to speak for itself on that one. In our case we are 
operating an existing etait ae Fea with an experienced 
manager and inspectors and we tend to proceed on what 
we call the uninsured advance basis. In other areas 
where we do not have such an organization we operate 
on the insured advance system. 

MR. RIEDER: We are the same. 

MR. FALKNER: We are substantially uninsured 
lenders across the country. 

COMMISSIONER GIBSON: Is this difference in 
costs between N.H.A. and conventional an important 
factor in the decision on how much of these various 


kinds of mortgages you have on your books? 
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MR. LEMMON: There again, Mr. Chairman, 
the decision would be different from company to company. 
I am only speaking of our own experience where it is 
a factor; in other words, where the rate spread gets 
to be down to one-quarter of one per cent between 
conventional and National Housing Act you might put 
one product mix on your books; if it got as wide as 
one-half we would probably reduce our participation 
in the National Housing Act and steer more to conventiona 
andthe excess cost of the National Housing Act is a facto 
in it -- not the final determining factor because, like 
most companies, we have an existing organization and 
it does not save us any money to have that organization 
sitting on its hands. 

COMMISSIONER GIBSON: Now, on the differences 
in costs of putting mortgages into companies' books, 
does it cost more for different sized loans, say, between 
$10,000 and $20,000 on a single unit structure? | 

MR. LEMMON: Well, many of the oat are 
Similar, if not the same, regardless of the size of the 
loan, and therefore ona unit basis, on a dollar 
invested basis the cost of the larger loan is less than 
the cost of the smaller loan. 

Generally speaking we.use a little more 
inspection the larger the loan gets, but the costs do 
not go up in relation to the size of the loan. 

COMMISSIONER GIBSON: Is that one of the 
reasons why some companies seem to prefer conventional 
organization because the average size is a little larger 


than National Housing Act? 
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MR. LEMMON: Some companies carry them to 
a very extensive degree and they are only interested 
in very large loans from a cost factor. 

COMMISSIONER GIBSON: I am talking of 
residential loans now. But there is a difference 
between a $10,000 mortgage and a $20,000 mortgage, 
the cost of putting it on your books would not be very 
great, I suppose? 

MR. LEMMON: No, it would not, but the 
spread is not usually that wide. The National Housing 
Act loans go up to $14,000 now. “It is true that 
conventional loans go to $20,000, $25,000, but an 
awful lot of them are in the area of $15,000 or $20,000 
anyway, so that the difference in size as far as single 
houses are concerned,I do not think, is nearly as great 
a factor as the difference in absolute rate between 
National Housing Act and aD atte 

MR. BRYDEN: I was going to say, still in 
the area of housing, once you move over into apartments 
it is obviously cheaper to administer one apartment 
loan for, say, $500,000 than a number of single unit 
loans of $10,000 or $20,000. It is cheaper to administe 
and acquire. 

COMMISSIONER GIBSON: - What about the difference 
in costs between a mortgage on a new residence or new 
residential property that is being built and an existing 
property, is this a factor? 

MR. LEMMON: In my opinion, no. 

MR. BRYDEN: You go through the same valuatio 


procedures, the same procedure of putting the mortgage in 
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effect et cetera. 

MR. LEMMON: Investigation of credit, et cetera. 
I do not think that is an appreciable factor. 

COMMISSIONER GIBSON: If there was a mortgage 
already on an existing property and it was just a matter 
of increasing it, this would reduce the cost slightly? 

MR. LEMMON: Yes, it is the legal costs 
it reduces to a considerable degree. 

COMMISSIONER GIBSON: When mortgage money is 
available do residential borrowers show so much response 
to changes in interest rates in your view? In other 
words, are people less apt to take on the business of 
buying a house if the interest rate is one per cent 
higher than if it was a bit lower? 

MR. LEMMON: I am afraid that as in the case 
of small loans and instalment finance that interest 
rate is only an incidental factor in that. It becomes 
a factor if two houses are for sale and one carries a 
64 per cent loan and the other carries a 7 per cent 
loan. It may get to be a factor in the relative 
attractiveness of those two houses. But in my opinion 
the fact that an interest rate is 7 per cent or 63 per 
cent is not a factor in whether he buys a house or not. 

MR. BRYDEN: I think normally, Mr. Chairman, 
the mortgage loan calling for a monthly payment, it is 
the amount of the monthly payment that he ties into his 
own budget. I do not think the interest rate has a 
very great influence in that case. 

COMMISSIONER GIBSON: Of course the monthly 


payment is affected by the interested rate? 
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MR. BRYDEN: Oh, sure it is but I re the 
normal buyer looks at the amount of money it is going 
to take him to carry that loan per month, interest and 
principal and that is reflected in his own budget. 

COMMISSIONER GIBSON: You do not think he 
is particularly sensitive to moderate changes in these 
actual charges? 

MR. LEMMON: There are two other factors 
in the actual charge zone. One is the size of the loan 
and the other the term of the mortgage and if you juggle 
either two factors then the interest can fade out actuall 
as a factor, 

COMMISSIONER BROWN: This came up yesterday 
as to the extent you did juggle mortgages. I think the 
answer was you did not juggle mortgages. 

MR. BRYDEN: I think that is a reasonable 
answer to that one. What I had in mind more particular] 
was when the National Housing Act extended its cerns 
of mortgage from 25 to 30 years a number of us had 
builders' loans on our books that were unsold, but 
there is a certain requirement as far as adequacy of 


carrying charges on a house to the man's income. 
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There was some juggling of the term of the loans to 
enable those houses to be sold. Ido not think, if 
that answer which was made yesterday is true, that that 
is an extensive practice on the part of lending 
institutions because if the borrower is in the position 
where you have to-extend the term of the loan for two, 
three, four, five years and there is not«the income 

to qualify it, he is a pretty marginal borrower and 

you try to find somebody else or -let the loan go. 

COMMISSIONER GIBSON: Would the individuals 
that build and own apartment. houses be more sensitive 
to interest rate changes than ordinary residential 
purchasers? 

MR. LEMMON: I think that is a fair statement. 
I. would say they are more sensitive. 

COMMISSIONER GIBSON: When interest rates 
go down, this tends to bring in more applications»oof 
this kind, does it? 

MR, LEMMON: TI would not have thought of 
it in those terms. I think the apartment situation 
is more the determining factor as to whether there 
is a large volume ‘ofapplications come) in ‘or not, 

Ido not think the interest rate is the determining 
factor. Iwas thinking more in my answer that if a 

man is planning an apartment house and it looks as 

if he is going to be able to get a loan at 64per cent 
but before he gets finished with his plan he finds that 
it is 7 per cent, he may take another look at it. 

COMMISSIONER GIBSON: So there would be quite 


a few pieces of postponements when the rates were rising? 
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MR. LEMMON: In our case, yes. He assesses 
his market and he decides he can get $125 or $135 per 
month for those suites, he looks at the economics of 
it and finds there is only one-half of one per cent 
going into the interest rate; that makes him think 
about the economics of it. 

COMMISSTONER GIBSON: So he responds properly 
as? ‘he’ should. What-‘about> the other, side of it? This 
Same man has postponed this project because the rate 
has gone up more than he expected in his plans and 
there is not a margin there. Does he wait until the 
rates go down again and then take out the plans and 
dust them off? 

MR. LEMMON: He certainly takes them out 
and dusts them off and if the market for apartments 
is still the same as it was before he may proceed with 
iG 

COMMISSIONER GIBSON: So it would work to 
some extent both ways? 

THE CHATRMAN: Providing the cost of 
construction has not changed. 

MR. LEMMON: He would then determine the 
market, and if the other factors have not changed he 
may then proceed. 

COMMISSIONER GIBSON: let us say that the 
other things are equal. 

MR, LEMMON: All things being equal, yes, 
that is rights 

COMMISSIONER GIBSON: Thank you very much, 
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questions I should like to ask in connection with 


mortgages. 


your distribution of mortgage funds at all? 


Do the different provincial laws affect 
We have 


tat Sree Ds 


heard stories in the different provinces, 


does vary from province to province, 


The provincial legislation 
and the attitude 


E 


a little more difficult to make your mortgage effective. 
MR, LEMMON: 


of the ‘courts: varies from province’ to province. 


cannot help but think it does have some effect on the 
Just how much effect is awfully 


lender's attitude. 
Does it affect your 


difficult to measure. 


COMMISSTONER BROWN: 


thinking on distribution of funds? 
MR. LEMMON: I cannot help but think it 
We ourselves 


but to what extent I cannot tell you. 
I think our committee 


does, 


make loans in all provinces. 
does bear in the mind the fact that the situation is 


different fromprovince to province, 

COMMISSIONER BROWN: The other question I 

have to ask is somewhat along the same lines. Mention 
was made of the fact that locality enters into the 


question of rates to a certain degree. 
MR. LEMMON: Yes. 
COMMISSIONER BROWN: This would be locality 
referring to being near a city or out in the country, 


in a good area or poor area? 
You»could take extreme cases, 


presumably; 
MR. LEMMON: 
Certainly the rate of interest in the 


Mr. Chairman. 
mining communities in Northem Ontario are higher than 
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those in the more desirable residential areas in 
Toronto. 

COMMISSIONER BROWN: Yes. My question now 
is directed to a wider scale. Are there large regional 
differences in interest rates? For instance, are your 
mortgages rates higher in the Maritimes and in the West 
than in Ontario? 

MR. LEMMON: Mr. Chairman, that is a 
peculiarity of mortgage financing in Canada. There is 
much more uniformity of rate on mortgage lending across 
Canada than there is across the’ United States. There 
is much more variation in the rate between communities 
in the United States than there is between communities 
in Canada. Generally speaking in a desirable residential 
area in Vancouver, Winnipeg, Ottawa, Montreal or 
Halifax the rate would be about the same. 

COMMISSIONER BROWN: One is tempted to ask 
if you deliberately left out reference to Toronto. 

MR. LEMMON:: No; I brought Toronto into 
the picture before and I saw some smiles go around so 
IeLlefit Toronto this times 

That is not necessarily the case in the 
United States. For instance, on the Pacific Coast 
of the United States; Los Angeles, San Francisco, 
the rates are possibly higher than they are in Philadelphia, 
Boston and New York, 

COMMISSIONER BROWN: Would you care to make 
a comment as to this being because of the different 
structure of the mortgage industry in Canada than in 


the United States? 
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MR. LEMMON: The reason for it can only be 
a matter of opinion. It cannot be a categorical answer. 

Part of the reason is that the lenders in 
Canada tend to be national lenders lending from Halifax 
to Vancouver. In the United States the lenders are much 
more local lenders than they are in Canada. Los Angeles 
for instance, being an area of tremendous growth with 
wide demand for money and the local money not meeting 
it, it takes a little more in attraction to overcome 
the inertia in persuading lenders from Boston institution 
to lend in Los Angeles than it does in Canada where the 
lenders pg ee Bale national lenders. 

COMMISSIONER LEMAN: Is there really more 
‘supply in the United States in relation to the demand 
for mortgage loans which would make the market a little 
more sensitive there? 

MR, LEMMON: Certainly the United States 
is more of a capital producing country than Canada, 
although ‘Ivestill think the other factor is by far the 
more important factor than the relative supply and 
demand for funds in the two countries. 

COMMISSIONER GIBSON: Talking about the 
comparative situation in Canada and the United States, 
I was wondering if Mr. Falkner might like to say a word 
or two about his view of Fanny Mae and its effect 
in producing a mortgage market in the United States? 

MR. FALKNER: I will.offer what I can, Mr. 
Chairman. 

You will appreciate that while I represent 


the American company, I represent that portion that 
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operates exclusively in Canada. Fanny Mae was developed 
in the United States -- what is called Fanny Mae is the 
Federal National Mortgage Association -- I believe in 
1938 and one of its functions was to generate what they 
called a secondary market. That is, it was a government 1 
vehicle set up to buy. and sell ensured F.H.A. loans 
which in essence compare with our N.H.A. ensured loans, 
or Guaranteed Veterans! Administration Loans. This 

was a government sponsored loan which was 75 per cent 
ensured and 25 per cent conventional. Fanny Mae 

in the open market bought and sold these types of loans. 

As a matter of interest, I spoke to our 
people only this morning to get further details on its 
operation, and I am told that it is not very effective 
today. 

It buys mortgages when rates are declining, 
and usually buys them at a discount, and it sells mortgages 
in times of rising rates. Not all companies participate 
Usually the major buyers would be those companies that 
have not got an organization to put mortgage loans 
on their books. The sellers might be insurance companie 
and banks. 

I think that possibly its role has probably 
been exaggerated; it has probably been exaggerated. 
This is the impression that I got today in respect to 
i. 

One feature about it that prohibits, or 
at least keeps a number of participants out is the 
fact you must subscribe to the stock of Fanny Mae 


to the extent of 24 per cent of the volume of loans that 
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you sell, and you then become a shareholder in Fanny Mae 
I believe this stock over the years has paid a dividend 
averaging somewhere in the area of 5 to 5¢ per cent. 

A lot of companies objected t that feature in Fanny 

Mae. I believe that the purpose of that is to ultimately 
wind up creating a company without any government owner- 
ship. 

That wouke encompass my knowledge of 
Fanny Mae, Mr. Chairman. 

COMMISSIONER GIBSON: You say it sells when 
rates are rising? Surely that would be the other way 
around? 

MR. FALKNER: I am sorry, when prices are 
rising. 

COMMISSIONER GIBSON: When prices are rising 
yes. It deliberately tries to stabilize the market? 

) MR. FALKNER: Yes, that is correct. 
COMMISSIONER GIBSON: But you are not too 
impressed with its record ne stabilizing the mortgage 
market? 

MR, FALNER: I do not think so. There might 
be representatives of companies here who operate both 
in Canada and in the United States from their Canadian 
headquarters who might have more experience than I 
in this regard, but this is the impression I gained 
of the operation of Fanny Mae. 

COMMISSIONER GIBSON: Is it a useful adjunct 
to the insurance company from the liquidity point of 
view in providing a place where you can go and sell 


a large batch of mortgages? 
(Page 2536 follows) 
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MR. FALKNER: I suppose if you got over 


invested in mortgages it would probably fulfill some 


use there. 


MR. BRYDEN: Mr. Holmes, would you care to 


make any comment in respect to that operation? 


MR. HOLMES: We have not had nay operation 


in respect to F.H.A. loans at all. 


MR. BRYDEN: Mr. Chairman, I wonder if in 


respect to the matter of the secondary mortgage market, 


I could refer your research staff 


to a book called 


The Secondary Mortgage Market, Its Purposes, Performance, 


and Potential by Oliver Jones and Leo Grebley, a publication 


of the Real Estate Research Programme, Graduate School 


of Business Administration, University of California. 


It deals in great detail with the development of the 


secondary mortgage market in the United States. 


THE CHATRMAN: That is published by the 


University of California? 
MR. BRYDEN: Yes. 
COMMISSIONER GIBSON: 


Mr. Bryden. 


I think we have that, 


THE CHATRMAN: Apparently we have it. 


MR. LEMMON: It is the best book we have on 


that subject. 


MR. BRYDEN: Mr. Gibson, I referred it to 


your research staff. 


THE CHAIRMAN: They have it. 


COMMISSIONER GIBSON: 


Thank you very much, 


THE CHAIRMAN: It has not reached us yet. 


MR. BRYDEN: I see. 


COMMISSIONER BROWN: 


I wonder if we could 
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switch now from mortgages back to a subject we thrashed 
around a little bit yesterday, and that is the knotty 
problem of the common stock portfolio. 

First of all we would just like to clarify 
the situation with respect to the present legislation 
and the 15 per cent rule. The points that arise are 
first, that a United Kingdom company operating in 
Canada show assets each year at the market value. 

What happens if your stock holdings, because of a market 
increase, show that you are in excess of that 15 per cent? 

MR. WESTWATER: You are required to make 
up the deficiency in your deposit with bonds or mortgage 
investment, or some other mediary of investment until 
such time Es the whole deposit grows in size to the 
15 per cent common stock. You cannot put any more 
common stock up until the delivery has been restored. 

COMMISSIONER BROWN; This applies even thoug 
the market value of your other securities has not gone 
down and in fact your surplus has been increased by 
an increase in the market price of your common stock? 

MR. WESTWATER: That is so. 

COMMISSIONER BROWN: What happens with a 

Canadian company? We have this list that you made up 
showing the four columns that we discussed yesterday, 
and you have the book value and the market value. 
What happens if the book value of the common stock is 
only 5 per cent and the market value goes up to say 
16 per cent? 

MR. LEMMON: The Canadian Act says this 


is based on book value so nothing happens. 
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COMMISSIONER BROWN: Nothing happens even 
though the market value has increased. You take a look 
at the whole thing to see that you are in good standing? 

MR. LEMMON: That is quite right because 
the wording of the Act is that 5 per cent of.the ledger 
value, or 10 per cent in the case of real estate is 
the figure. 

COMMISSIONER BROWN: I see. 

MR. LEMMON: It is based on ledger value. 

GOMMISSIONER BROWN: This means that the 
United Kingdom companies operating in Canada are under 
greater disabilities in respect to this problem of 
market fluctuation and its effect on the common stock 
demttoinede 

MR. LEMMON: That is right. 

COMMISSIONER BROWN: But they are prepared 
to operate much nearer this limit than Canadian 
companies. Why are Canadian companies so reluctant 
to move up? 

MR. BRYDEN: Once again, Mr. Brown, I think 
we are getting back to the matter of the velustins 
procedures that we have and the effectthat a downward 
swing in a large sized stock portfolio, would have 
on your surplus. I think those two things are tied 
up together. If, for example, the average surplus 
position say of the Canadian companies was 5 per cent, 
and if you had a common stock portfolio of 15 per cent, 
and if you had a 1/3 decline, as conceivably you might 
have at some point; if that happened to be on your 


valuation date your balance sheet effectively would show 
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your surplus wiped out. 

COMMISSIONER BROWN: The common stock 
holdings of the Canadian companies, you say, on the 
average are shown at only about one-half their market 
value, so they have this margin in there already, have 
they not? 

MR. BRYDEN: Yes, but the effect that a 
large swing of common stock market values could have 
on your surplus I think is one of the reasons why the 
Canadian companies do not approach the 15 per cent 
limit, and why you would find that the common stock 
holdings are a much smaller percentage. I think they 
are 33 to 4 per cent even at book value. 

COMMISSIONER BROWN: The United Kingdom 
companies are subject to much greater fluctuations 
than Canadian companies? 

MR. LEMMON: Only in one small piece of 
their business. Namely, the Canadian piece which may 
be only 10 per cent of their total operation. 

MR. POYNTZ: As we mentioned yesterday, 
there is some flexibility in the valuations of the 
liability supply. 

COMMISSIONER BROWN: But not for Canadian 


companies. 


MR. POYNTZ: But not for Canadian companies. 


MR. LEMMON: That is only a small percentage 


of their total operation whereas in respect to 
Canadian life companies, it is our whole operation 


we are talking about. 


COMMISSIONER GIBSON: How could that explain 
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the present low ratio, because there is a sizeable 
margin between the book and market, and in addition 
the average ratio is only 3 per cent? In these 
circumstances supposing Canadian companies were to 
double their holdings of stock, and perhaps even more 
than that; that still would not affect the surplus 
very much, would it? 

MR. RIEDER: Most of our portfolios were 
acquired some years ago when stock prices are low. 

COMMISSIONER GIBSON: But they went down 
recently, Mr. Rieder. 

MR. RIEDER: Not far enough, perhaps. 

COMMISSIONER BROWN: The point is, if they 
were acquired a long time ago and show on the books 
at 3 per cent and tle market is double that, you could 
see the market cut in half and your present holdings 
are not going to affect your surplus position. 

MR. HOLMES: If you had 15 per cent it 
would cost quite a bit to write it down to half. If 
we went up to our limit at half we would have 30 per 
cent at market value of common stock and 15 per cent 
at book. That would be quite a charge on surplus to 
get it down to half; that is your book value down 
to half of your market, unless you happened to buy 
at the right time and have the appreciation. 

COMMISSIONER GIBSON: We are not really 
saying it should be at 15 per cent or anything else. 
We just wondered why it is not higher than 3, because 
it is hard to see that this is much of a barrier under 


the present situation. 


eal 
ea 


<a 


sidseste s ef ovedd sausosd obtes Wot ta: aotq: srt I" 
car “me 7 


* shileesbcatis bas .dowrem baa Sood edi neexted atgrsm 


agen at oo ttaes: ogy ko ylnolede Obes Neincenhb bit | 
od stew esinegqmoo nsibsns) gsateegque sasonsdeamyortto 


x ‘e7om deve eqsdteq bas (doote to eantbhlor ated efduob 


a auiguva ond gostis doo bivow Litte tedd idedd aede 

rt ett bivew penn YIaV 

4) Stow Bollotsaog THO To JeoM:-: 

a ys wol. etew geotaq doote conw oss assy smoe bertupos — 

aywob Jnew vedd-3#@& +-sWOBRdID ARMOL ee IMM: 

x »t9betA .aM>. yitasooer 

i: — 

it .egsaisq ,agvone set tow :ARGHIA . AM Sota iga |S “ 

ng yods tt .ef dntoq eAT  .MWORE ARMOTEaIMMOD | pen . 

a evood st mo wode bas ogs emtt ynol se bortypos erew = jit 7 

3 bluos woy .dsdd efdweb ef toute alt bas treo 19q eds el re 

: | a 

4h egnitblon taseerq rwoy bre Wed of duo tonsam edt: ose jot a 

4 : .fol¢igog aulquve iwoy dostis o¢ satox gon exp — | T ‘ 

, dt tes 19q GL bed woy MI :2HMIOH AM. y fe 8 

hy 

tl .tisa ot .aweob tf od iauw- od did 8 etiup taco biuow er nif 

4 tog. O€ oved bivew ow tMlad ts timr£ svo ot qu d¢new ow | 08 : 

q tnso tog Gf bas aoose mommoo'to exlsv vedism ds daso EES o 

| od auiqive so ssredo s stiup ed blyuow isa? sslood te | 88 . 

, fwob sulsv Nood qwoyvetodtedt +: Went aia mwob tr tom ; eS 

4 vid od beneggsd voy eeelou .tedxrsm “soy to tisd of | d¢ 

: | 

‘ fOldsfoeiqgs edd evsd bas entd trigit add ts 


3 yilees toa ers sW :MO8aIN AaMOTeeIMMOD 
Z- ele zaotidtivas to dase seq @L 3s ed biyone Ji anivse 


oevgoed .€ gedt vedeid gon at th yw borvebaow dant oW 


sebay asisisd s to doum eat etdt tadd gee o¢ bas ef tk 


* ' 
* Tv.) 


Nethercut & Young i 2541 i 


Terente, Ontario 


COMMISSIONER BROWN: Under the circumstances, 


why do you want it up to 25 per cent? 


Orv - 
7 z 


Ts 


ot Aten el 


? 


18W LOY 


. 


« 


Be 


2 
wri 


- 


J 


nv 


~~ 


‘ 
uy) 


NoLtagele Tues 
“a ‘ 


Nethercut & Young ~.254)2 - 


Terente, Ontario 


THE CHAIRMAN: I understood they were not 
too enthusiastic; I understood that from what you said 
yesterday. 

MR. LEMMON: Mr. Chairman, you are into the 
area here of different management operations of the 
various life companies, and it is quite true to say 
that the average of all life insurance companies is 
around three to four per cent. The average, as in 
most cases, covers a pretty wide variation. There 
are some companies who do not go into common stocks 
to any extent at all and have very negligible percentages 
there are those who enter into it to a very heavier 
extent than the average would indicate. 

Now, I would not want the Commission to 
get the impression that the industry operates as an 
average; it operates as a whole group of individuals. 
What will affect the one company's judgment is not the 
Same set of factors that will affect the others. The 
valuation is one factor that enters into the management's 
approach on all the eee eees of trade assets owned 
in common stocks. There are many other factors that 
would enter into that, and in some companies these 
factors directly eliminate common stocks from the program. 
One of the largest United States companies believes 
that common stocks does not constitute a suitable invest- 
ment for life insurance funds at all and have publicly 
taken that attitude. 

So that you are covering the whole wide range, 


and you may have companies at the upper end of that range 
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who feel the limit over the years should be higher than 
15 per cent, and at the lower end they could not care 
less. 

COMMISSIONER BROWN: In other words, this 
is a minority report asking for an increase of 25 per 
cent? 

MR. LEMMON: It is not a unanimous report 
asking for 25 per cent, but the ones who do not want 
it obviously are not opposing it. 

THE CHAIRMAN: There may be some companies 
that are already approaching 15 per cent? 

MR. IEMMON: I think the only ones that are 
really pressing on 15 per cent are the British companies. 
There are Canadian companies in the area of 10 per cent 
and 12 per cent, in that area. I do not think there 
are any actually pressing on 15; am I pieney in that? 

MR. TUCK: Yes. 

THE CHAIRMAN: I was wondering, and Mr. 
Brown brought this point out yesterday, I think. You 
look at the reserve requirements; I find that the brief 
does not deal with rtlets fully as it is dealt with in 
this little book which I was given yesterday entitled 
"Canadian Life Insurance Facts 1961". At the end of 
1960 policy reserves equalled 78.8 per cent of the total 
assets of Canadian companies and other obligations to 
the policyholders, such as amounts left on deposit of 
interest and policy dividends payable accounted for 11.7 
per cent of all assets. 

Then, special reserves set up. As I see it 


from this book, at the end of 1960, the life companies 
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held policy reserves in Canada of $6 billion. Now that, 
as I understand it -- and if I am wrong I can be 
corrected on this -- that $6 billion is the reserve 
required by law. Am I right? 

MR. BRYDEN: Fundamentally. 

THE CHAIRMAN: So that the assets that they 
have in excess of that are -- I think the total assets 
are about $8 billion. 

MR. BRYDEN: That is right. 

THE CHAIRMAN: So that there is approximately 
$2 billion excess assets over the legal reserve. 

MR. POYNTZ: The other liabilities are 
actual liabilities, Mr. Chairman; the policy reserves 
themselves are not a full measure of liability. 

THE CHAIRMAN: Oh no, I understand that, but 
with that $6 billion reserve you are complying with 
the law? 

MR. POYNTZ: In case you refer to other 
deposits, as for example dividends left on deposit, 
they constitute a liability just the same as the reserves 
on the policies. I think the $6 billion you spoke of 
is the actuarial measure of liabilities under policies, 
but the reserve is moutdiane also in respect of these 
other amounts. 

THE CHAIRMAN: Well, what are they called? 
Are they the special reserves? Special reserves are 
mentioned here. What are they? 

MR. BRYDEN: Could you tell us what page this 
is? 


THE CHAIRMAN: It is on page 22, and I am looking 
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at this book. I do not know where to find it in the 
brief. I just cannot be clear on what the various things 
indicate and what it all adds up to and what the net 
position is. 

MR. BRYDEN: Well, again reading from this, 
the policy reserve equals 78.8 per cent; that is the 
reserve which must be maintained by law as being the 
amount now which together with future premiums and 
future interest earnings will let you meet your commitments 
under your business in force. 

In addition to that there are all sorts of 
current, very real liabilities; for example, amounts 
left on deposit, and so on. Now, these other obligation 
to policyholders, policy dividends and the amounts left 
on deposit, and so on, of the total are about 11.7 per 
cent of all the assets. Special reserves, liahilities 
and unassigned businesses in the paid up capital make 
up the remaining 93 per cent. | 

On the next page, Mr. Chairman, page 23, 
the last sentence in the second paragraph speaks or, 

"In the case of Canadian companies surplus funds and 

contingency reserves", and that could be an investment 

reserve or a reserve for contingencies which equals 

8 per cent of the assets at the end of 1960. And so 

really 92 per cent of the assets represents liabilities 

to policyholders either in reserve form being held 

or else actually payable. Does that clear up the point? 
THE CHAIRMAN: Well, I have to think about 


that. I will have to let that seep in. In the 
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Canadian companies surplus funds on a contingency reserve 
equals 8 per cent of the assets? 

MR.. BRYDEN: , That. is. right... 

THE CHAIRMAN: Well, 92 per cent is required? 

MR. LEMMON: Yes. 

THE CHAIRMAN: And that is in a sense --- 

MR. BRYDEN: That is the margin, but not 
specificaly allocated for some reason. 

THE CHATRMAN: But it is a surplus? 

MR. BRYDEN: It is a surplus. 

THE CHAIRMAN: And as far as that surplus 
is concerned, would it make any jarpaiuges from the 
point of view of protection to the policyholders? 

MR. BRYDEN: It is. all for the additional 
protection of -- it is all for additional protection, 
but not needed. | 

MR. LEMMON: As Mr. Holmes pointed out 
yesterday,if one company due to its common stock values 
had that surplus cut in half or less, its competitors 
would lose no time in pointing it out to the general 
public that this particular company had played high, 
wide and handsome with policyholders! funds. 

MR. HOLMES: The amendment to the Act to 
allow for mutualization -- the theory which Mr. McGregor 
followed roughly was this, tht you could buy stock as long 
as at the end of a year that you bought stock -- at 
the beginning of the year you were to buy such stock 
during that year which would leave you with a 6 per 
cent surplus. That is the general theory of the way 


the Act is drawn up. 
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THE CHAIRMAN: Yes. Well, what I had in mind 
was would it make any difference what that surplus is 
used for? Could there be any restriction on the type 
of investment which might be made? 
MR. BRYDEN: The surplus --- 

THE CHAIRMAN: It may not look like a very 
large surplus at the moment compared with the whole 
picture, but some day it may increase and with some 
companies it may be greater than with others, I suppose, 
is that so? 

MR. LEMMON: Yes, although the variation 
is not all that wide. You see, we are participating 
companies mostly and tend to put out as policyholders! 
dividends everything over and above everything that is 
required as surplus. 

MR. BRYDEN: I think normally at the end 
of each year you come te with what you might call a 
net operating revenue which really can represent an 
addition to your surplus funds. Now, especie ge out 
of that come your participating dividends and you 
would be inclined to pay out as big a proportion of 
those annual surplus earnings -- if you will -- in 
your dividends, but alternatively you would tend to 
hold back enough to keep your surplus gradually growing 
in line with the growth in the increase in assets. 

THE CHAIRMAN: But not allowed to get 
beyond a certain reasonable proportion? 

MR. LEMMON: Competition will prevent that. 


MR. POYNTZ: Growing, but possibly not as 
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a ratio. 


MR. RIEDER: 


THE CHAIRMAN: 
business, in other words. 
MR. LEMMON: 

companies. 

THE CHAIRMAN ; 
used. 

MR. LEMMON: 
reminds us of that. 

THE CHAIRMAN: 


MR. LEMMON : 


COMMISSIONER 


in. fact, 


trust companies, 


for such a purpose. 


recommendation? 


MR. BRYDEN: 


intriguing me for many months. 


- 2548 - 


The 8 per cent figure does 


portfolio can drop five points. 


not seem too much when you consider that an open 


You are not in the trust 


We are fundamentally insurance 


And the moneys could be 


The agency department continuall 


And any surplus to be distributed? 


Yes. 


MacKEEN: 


Mr. McCarthy, 


This might be an 
appropriate time to ask a question that has been 

When we were going 
across the country it was seriously suggested, and 

it was recommended -- that consideration 

be given to not restricting reserves and various other 
moneys. but requiring that they base at least 10 per 
cent of their reserves -- which would apply to banks, 
life insurance companies and loan 
and savings companies -- in risk equities for more or 
less promotional enterprises, eter thes the developing 


sections of the country where there is a lack of capital 


What would your opinion be of such a 


I think that is on 
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of the things you have had under consideration. 

MR. McCARTHY: This business of financing 
new, untried enterprise? 

MR. BRYDEN: Pardon? 

MR. McCARTHY: This business of financing 
new, untried enterprises, new ideas? This has been 
one that has intrigued a number of the life companies 
for some period of time in the past year or thereabouts 
and the member companies, along with other financial 
institutions, including some of our banks, have been 
working towards the creation of a jointly owned risk 
enterprise capital type of undertaking, and Be are 
approaching the point where I think this company will 
be formally launched with that very object in mind. 

The feeling is that this can be best undertaken by 
the companies generally rather than each of them 
attempting to do the job in its own investment department 

MR. BRYDEN: I believe the British practice 
is --- 

MR. McCARTHY: Yes, there is the British 
example; the I.C.F.C. which was set up in the early 
postwar period by the banks there, and more recently -- 
I cannot recall the name offhand, but it is -- it is 
the Technical Development Corporation, which was set 
up largely with insurance ee participation for 
the same purpose and a number of the Canadian companies 
who are doing business in England are shareholders in 
that company, and we think it is a thing that could be 
explored. 


In exploring it, I might make the point that 
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some of us at least news tended to come to the conclusion 
that in creating new enterprise in Canada, the provision 
of finance is only one aspect of the problem; no amount 
of financial opevinaen can create the administration 

or the skills that are qeeeathaay to create new 
businesses, and this is a problem that accompanies 

this and we will have to deal with it. It is-ijust a 
question of when. 

THE CHAIRMAN: I Suppose the other advantage 
from the insurance companies! point of view would be 
that if the company lost money it would appear ina 
reduction of the surplus of all companies and not 
merely one. 

MR. BRYDEN: It gives for each individual 
company a spread of risk, which is important. I think 
under today's conditions a starting of a new business 
in this country will cause for a fair amount of initial 
capital. I do not know whether you could really start 
a business for, say, $300,000. $300,000 in a high 
risk new Budiaess is quite a risk for any individual 
company to take, whereas operating through this consorti 
not only do you make more money, but each of the parti- 
cipants gets a spread of the risk among the various 
companies which the consortium finances. 

COMMISS TONER MacKEEN: Your participation 
would become an asset? 

MR. LEMMON : Yes. 

MR. HOLMES: On the general principle of 
the large companies being required to put a certain 


percentage of assets into any particular type of security 
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-- we would have a great deal of objection to any such 
provision. 

COMMISSIONER GIBSON: On this question of 
financing new businesses and small businesses, would 
you care to make any comments about the operation of 
Ges Ea 

MR. MeCARTHY: The activities of I.D.B. 
are a matter of public record, and my impression is 
that their activities have bean set up significantly 
in the past few years, judging from the amount of money 
they have been reported as advancing in the group. I 
would make the observation that it probably has been 
a useful thing, but whether it has been exploited to 
the whole possible extent in this country, I just do 
not know. 

MR.BRYDEN: I do not think there is any 
Significant difference between I.D.B. and the life 
insurance companies in the sense of competition. . I 
think on balance they have been rather complimentary 
roles, with I.D.B. taking over those loans which appear 
to be a higher risk category and that would be barred 
to us for assorted reasons. 

MR. GIBSON: You.do not feel that the recent 
expansion of the last year has brought about competition? 

MR. BRYDEN: That would not be my feelings 
I do not know whether anyone else would have a different 
view. We have not been critical of their operation 
as far as competition with what we do is concerned. 
COMMISSIONER BROWN: One company operating 


in Canada is probably specialized more than the others 
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pias ha gs a 


in this financing of small and medium type businesses 
and I wonder if Mr. Falkner would care to comment on 
the activities there? 

MR. FALKNER: I do not know whether it is 

fair to say that one company has done it to a greater 
extent than others. As a matter of industrial policy, 
our company has selected a private placement group 
for our corporate investments and our investment depart- 
ments are split in definite areas of operation and 
size of area. There is a department set up to specifically 


handle loans to small businesses. 
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In the States this has proven quite successful. We 
are doing it in Canada and it is a slow and hard job, 
but I would say on balance we are satisfied with the 
progress. 

COMMISSIONER BROWN: What ranges. 

MR. FAINER: ‘They would range from loans 
in the area of $100,000 and possibly $4 million. This 
is the area we are trying to cover. Of course, loans 
larger than those amounts are taken on as well. 

COMMISSIONER BROWN: This is just debt 
capital? | 

MR. FALNER: Yes. 

MR. BRYDEN: There is one additional point, 
Mr. Chairman, and that is, when we talk about our 
non-residential mortgage loans I don't know how many 
of them would be, in effect, loans to small business, 
but a large number of them would be the facilitating 
of the provision of buildings and so on for purposes 
of small business, but I don't know how you get at the 
actual amount that is included within those loans, 
and that does include things like warehouse loans, 
factory loans, loans on shopping centres and so on, 
all of which provide premises, if you will, for small 
business. 

COMMISSIONER GIBSON: In the same vein 
do you make a fairly conscious effort to produce 
a good regional distribution of assets? You have a 
rather interesting table here showing distribution of 
your assets, which is fairly even on the whole. Is 


this a result of just the way the market forces work, 
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or as a result of a conscious effort to push funds 
out across the country? 

MR’ BRYDEN?° "T think, “Mrs Chairman, “tt “ts 
a Livele pet ‘or potm. “Si “tirink “ali“or ‘ws’ “are “conscious 
of being national concerns and wanting to get as wide 
a geographical distribution as possible, and the table 
to which you refer is --- 


COMMISSIONER GIBSON: It is on page 68; 


MR. BRYDEN: Yes, and that we produced as 
an answer to some of the comments which have been made 
that on balance we seem to tend to pull savings away 
from some area of the country and invest them somewhere 
else, and we have hada bit of a problem in the initial 
instance in trying to develop that regional spread. 

Of course, mortgages can be easily spotted; your 
municipals and provincials; and then you have had to 
take your corporation list and attempt to break it up 
where the corporation operates in more than one province 
You have probably had és use a population spread on 
your bonds, and SO on, and that has produced this 
series under A of investment assets held by these 
companies in Canada. It comes out at the 7.8 million 
figure. Then we took our liabilities in Canada and 
went through rather a long process of apportioning 
them. The reserves were done differently as between 
ordinary insurance and group insurance and industrial 
insurance. The annuity reserves again fell under a 
different formula; our other liabilities to policy- 


holders, and so on, and we came up with this 6.9 billion 
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liability to policyholders, and we have set out the 
ratio. 

That, of course, will change from year to 
year as your business ages and as new business comes 
on the book and as investments are available. 

We seem to be somewhat light in the Maritimes 
On the other hand, it has been, ib is our experience, 
extremely difficult over the last several years to get 
adequate availability of investments. All municipal 
bonds, and particularly Nova Scotia and New Brunswick, 
seem to be taken up locally. So, the availability of 
investment is a factor in this. However, I think it is 
quite significant -- the regional spread of the assets 
which have been achieved. 

COMMISSIONER GIBSON: Do you charge pretty 
well standard -- I don't mean "charge": Do you take 
mortgages in pretty well the same rates across the 
country? In other words, there isnot much regional 


difference in interest rates in the assets in which 


you deal? 
MR. BRYDEN: I would think not. 
COMMISSIONER GIBSON: For similar organizations. 
MR. BRYDEN: I would think that is a fair 
comment. 


COMMISSIONER GIBSON: So, to that extent 
the sort of national form of this industry is moving 
money around and not taking much account of one region 
being surplus or the other a deficiency in the determin- 
ation of rates. You mentioned earlier in the United 


States there were sizeable regional differences. Do you 


aa oho 
: VAN 7 
“oh his ¥ 


, i 

_ 

gpd two tee sven ow bas. senaiislcaiitas ot vitLtdat 
Ne a? eee seb bias 


od 18sy mori sgnsdo [itw-,samoo to .jsdt 


| 
;  gemeo egenteud wed as das aegs seentand qwoy es sey F 
+ -cidslisvs ets etnemdesvat es bas aood. odd ro \ 
Jeomtdtaam ede at tigtl Janwemos od ot masse sW ° 
+ soneiisqxe avo et df seed asd dE .basd tonto ond ao LY 
; jeg ot aisey [sieves tasl eddy sevo divoflith ylomerdxe : 
1 Isqtotaum [IA .atnemteevat to ydititdsiisvs stsupebs |& 
| Nolwanud we bas eftoo2 .svo yiasivuotsyeq bas .ebmod ‘a 
| to udiltdsitieve edd .0&. .yilsool qu. nexst od.ot meee in 
| eat gt sintdd I .1wevewoH .atdd af sotost s al dnomteovat " 
: ateras sdi to bsexsqe Isnotses ent -- ¢asoftingta stiup iy 
4 beveides need. eved dotdw if 7 
eiterg egisdo voy of  :MOeMID AAMOLSSIMMOD . jel 
sist woy od :"epusdo" osem t'nob I .-- busbaste [few || oH 


edd agotos asdet omee odd [low ydtouqg nt eezszdiom | V! 
fariotges doum gonei eredd .ebtow tedto al .¢yxtauoo | 8! 
dotdw at adeses edd at eeds1 sestetnt ot sonetetizb | el 


Siseb yoy | OS 


Jom aoatdd blyow I. : WaqYAHa . AM 


dottsstassx0 tslimfea 10% :UOcdI). HAMOTZEIMMOO SS 
OF aida ie tian eet oe biuow I. :WHCYAG AM 18g 
.teemmoo | As 

tnojxe tadd o¢ .08 :MoeaTa AEMOL2E LMMOD cg 


g giivom ak yateaubat etdd to mrot Isnottsna lo tice edt 


| . ftotget eno Yo tavesos dom gotdet tom bas bavors yenom 


au 


‘| -clmreteb odd mt vometotteb s redto edt to aulguve sated 
eT : ’ 


bedinU eit aft tefliss benotinem voY .estsy to aotds 


i o@ .essneistitbh Isdofges sidsentz orew ered, eodsve 


7 a " 
Ma 


Nethercut & Young = 2556 3 


Torente, Ontaric 


do anything specifically more than this in trying to 
obtain a regional balance? You provide these monies 
at roughly the same rates for the same purposes right 
across the country. Do you do any more than that -- I 
am not saying you should. 

MR. LEMMON: We get pressures -- perhaps 
that is not the right word. We are encouraged by our 
agency force to invest money where we do the life 
insurance business, and we advertise we do a mortgage 
business where we do a life insurance business. We 
do attempt to purchase municipal securities in the 
area where we sell life insurance for the purpose of 
supporting our local agency forces in that area. I 
can only speak for our own company, but that is certainl 
a factor in our investment operations -- the attitude 
of the local agent and the support for the local agent. 

COMMISSIONER BROWN: We gather the place 
factor does enter into this distribution in the question 
municipals. In other words, if you could buy municipals 
at 6 per cent in one place and in the Maritimes at 54, 
you don't buy them. 

MR. LEMMON: We are not prepared, really, 
to sacrifice rate to aid this job. 

COMMISSIONER BROWN: It is the price 
mechanism working. 

MR. LEMMON: That is right. However, rate 
for the same quality of asset is pretty uniform across 
the country, so the question of municipals in the 
Maritimes is a bit especial. 


COMMISSIONER LEMAN: Do you feel there shoul 
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be such an effort? Is that theoretically sound? 

MR. RIEDER: I think there is a natural 
force at work here. Capital attracts people to the 
section of the country where capital is being expended 
and, of course, the movement of people attracts life 
insurance sales; they just naturally go together. 

If a person is moving from the Maritimes to Ontario he 
brings his life insurance with him. 

MR. LEMMON: It would certainly be simpler, 
particularly in periods of tight money, and cheaper to 
concentrate your investment operations in the most 
prolific and productive fields. However, there are 
other periods come about in this country whereby we 
are out beating the bushes for good investments, and 
in so doing we set up an organization, particularly 
in our mortgage organization, to lend money locally. 
In periods of tight money you don't cut off any of 
those local areas. It is not good business to cut them 


off. So, even from purely investment considerations, 


in periods when money is tight and investment opportunities 


are plentiful we make money available in all areas across 


Canada. 

COMMISSIONER LEMAN: Yes, but I am thinking 
about the theory here. We talked yesterday about what 
the concept is of your client who buys an insurance 
policy. He is looking for protection. 


MR. LEMMON: Yes. 


COMMISSIONER LEMAN: And he wants to benefit 


from the fact you blanket the whole country in your 


investment policy, and therefore when people in one 
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province buy insurance from your industry they would 
not like to see those investments made in their province 
as security for their particular protection, would they? 

MR. LEMMON: No. 

MR. BRYDEN: They look to the entire pool 
of assets for their security. 

COMMISSIONER LEMAN: Therefore, how do 
you reconcile that with this insistance that there 
must be a fair distribution of investment practically 
porportional to the amount of insurance in force? 

MR. LEMMON: There is another factor at 
work there in your theoretical borrower -- the 
theoretical purchaser of life insurance who may be 
looking to us to do the best possible for his funds 
will turn around the next day and be a borrower and 
complain bitterly if any life insurance company is not 
making funds available in his community. So, for the 
sale of life insurance, which is our fundamental © 
business, it does make a lot of sense to diversify your 
interest. 

COMMISSIONER LEMAN: I was wondering whether 
you subscribe to the theory or whether this table 
5.a happens to be a very happy --- 

MR. LEMMON: No, I think you have to bear 
in mind we are fundamentally life insurance companies, 
not investment trusts. The agency force continually 
reminds of that. 

MR. BRYDEN: I think this is, though, a 
by product of what has happened rather than a completely 


deliberate attempt, and a lot of it depends on the 
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availability of investments, and, of course, say on 

the western coast in recent years there has been a high 
degree of availability of investment and at that point 
you find that total creeping up, but that will change 
from year to year -- not significantly, but as the 
increased flow comes along and investments are available 
in different areas. 

GOMMISSIONER BROWN: I wonder if we could 
turn briefly to another subject. I would like to start 
at paragraph 7.10. Reading between the lines there 
appear to be some criticisms here, and I would like 
to bring them out in the open if we can, 

MR, BRYDEN: Mr. McCarthy, I think, is 
primarily responsible for the thinking about that area. 

MR. McCARTHY: The question of availability 
of new issues is what is discussed in this paragraph 
basically. Some of the companies -=- and I emphasize 
"some" of the companies =-- have from time to time 
complained that when new large attractive offerings 
in the public market come along that they do not seem 
to be able to get what they consider to be a reasonable share 
of these issues at the time of offering. TI have seen 
in my own experience examples of a $50 million issue 
of the Province of Ontario come to the market, and 
within 10 minutes be told that the supply has practicall 
dried up. It 1s false logic to expect that in 10 
minutes that has happened. What we would like to see 
is a modification, if not an elimination, of the arrange 
ment that hasbeen in force for many years whereby the 


investment dealers in their syndicate arrangement have 
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arbitrarilly set aside for institutional distribution 
certain percentages of new issues, and part of these 
rules, as I understand them, go so far as to indicate 
to the members of that syndicate that they as individual 
members are not to approach the investment institutions 
and offer them securities; this is to be handled by 
an account manager. These rules, in the opinion of 
some of the member companies, have inhibited or retarded 
our ability from time to time to get an amount of an issu 
we want to get on the market. 

COMMISSIONER BROWN: Well, this brings 
up several questions. I am on the other end of this 
telephone. Do I gather from this,first of all, the 
implied suggestion that the insurance companies should 
get preferred treatment on attractive new issues? 

MR. MeCARTHY: That is not implied at all. 

COMMISSIONER BROWN: I did not think it was, 
but I just wanted to make it clear you were not implying 
that, because this was an implication that was read into 
the paragraph -- that you felt you should get better 
treatment than the general public. 

MR. McCARTHY: No, that is not the implication. 
The implication is that we get a reasonable opportunity. 

COMMISSIONER BROWN: Is there another 
implication you are not entirely happy with the use 
of the exempt list? | 

MR. MeCARTHY: This is not, I don't believe, 
a uniformly held view with the member companies. In 
fact, some of the member companies do prefer it. Others 


regard it as a hindrance in the fulfilling of their demands 
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from time to time. 
COMMISSIONER BROWN: The next point is, 
is there an implied criticism of the wide syndicate 


arrangements for handling provincial issues as against 


tenders? 
MR. McCARTHY: On the negotiated basis? 
COMMISSIONER BROWN: Yes. 
MR.McCARTHY: No, sir. 
COMMISSIONER BROWN: You are quite happy 
with it? 


MR. McCARTHY: I don't know the association 
has any sort of fixed uniform view on the matter. It 
has always struck me and our company as a pretty 
reasonable way of handling the problem of a continuing 


borrower such as a large province. 
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COMMISSIONER BROWN: Have any others any comments 
on that? 

MR. HOLMES: I am not in the actual trade 
but I have always had the feeling that when an issue 
came out and we wanted a large section of it and had 
to go out on the market to buy from speculators I 
have rather resented it, yes. 

COMMISSIONER BROWN: This brings up the other 
question, the problem of riding the market. Is’ it 
the dealers who are riding? 

MR. HOLMES: I do not know who is riding 
it. All I know is the ones who want the money to hold 
for some reasonable purpose -- not that we hold it 
particularly because we will sell it again -- 

COMMISSIONER BROWN: Because you will make 
a prorit? | 

MR. HOLMES: No, not because of the profit 
but to buy something better. The point is when an 
attractive issue comes out the big investors seem to 
get cut down and other people get in there from whom 
you have to buy at a somewhat higher price. 

COMMISSIONER BROWN: The complaint of the 
legitimate buyer is that on an attractive issue he 
can never get anything at all. In the same paragraph 
you mention prompt and full distribution. Is this 
tied up with the same thing? 

MR. McCARTHY: Well, in the minds of some 
of the members it is. We believe short payment 


periods would perhaps eliminate what some of us feel 
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is a tendency from time to time to speculation in the 
new issue market and that more proper and permanent 
distribution would be perhaps assured with a shorter 
payment period. There are occasions when this just 
would not be appropriate: in fact I can think of 
occasions when an institutional buyer himself might 


control the long payment period. It is an involved 


question. 
COMMISSIONER BROWN: What would you regard 
as a suitable delivery payment period -- three weeks? 
MR. McCARTHY: That would seem reasonable 
to me. 


MR. BRYDEN: Is this not true in that also, 
that there is a certain time element that must elapse 
before the investment dealers themselves can obtain 
the certificates, etcetera, for the actual delivery. 
There is a purely mechanical problem. 

COMMISSIONER BROWN: Yes, it is a purely 
mechanical problem that sometimes can be overcome. 

MR. BRYDEN: But I think in the circumstances 
that it is within reason that the closer the delivery 
date to the offering date the better rather than letting 
it stand out for some time because I think the very lengt 
of time it stands out may tend to promote the sort of 
speculation, free riding et cetera that I am told goes 
on. 

COMMISSIONER BROWN: Have you any particular 
comment to make on delivery payment? 

MR. McCARTHY: I have no particular comment 


tO make, no. 
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MR. BRYDEN: Well, it helps. 

COMMISSIONER LEMAN: If there is not proper 
distribution what about the problem of wide distribution? 
Yesterday I got the impression that on an important 
issue of the right term that the insurance companies 
like that bond is pretty well stéeshed away until 
maturity or close to maturity until they become really 
short term bonds. If a syndicate felt that they wanted 
for the borrower really wide distribution how much 
could they let the insurance companies take of the 
first issue? 

MR. BRYDEN: If that is one of the basic 
reasons behind the borrower's idea in the financing 
well, then obviously it seems to me you have to do 
something to hold down the institutional participation. 
We do not have to like it, but nevertheless it could 
be done. 

COMMISSIONER LEMAN: Well, then would the 
market on it tend to make a market for you which you 
would not otherwise have? If your proportion of the 
issue was too large, the market would be pretty well 
restricted to yourself, would it not? 

MR. BRYDEN: That is right, but it is this 
very thing, I think, in some cases that is tending 
towards what Mr. Falkner has described as private 
placement and that has been particularly true in the 
United States. 

MR. FALKNER: Yes. 

MR. BRYDEN: The amount of corporate issues 


held by institutions that have been acquired through 
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direct placement as against through the normal type 
open market is very significant. 

COMMISSIONER BROWN: There are a lot of legal 
problems through ‘the S.E:C. registration. 

MR. “BRYDEN:"° "Yes, “the "S .EOC.; “P°think; ‘tends 
to promote direct placement too. 

MR. LEMMON: Which is a situation 
which does not exist in Canada. 

COMMISSIONER BROWN: That is right, it has 
not gone to the same extent in Canada at all. 

COMMISSIONER LEMAN: I was wondering why 
we talk about these important issues and less important 
issues. Is there an implication there that the syndicate 
manager in having an issue has created that sort of 
atmosphere you are talking about because he has not 
priced it properly? 

MR. BRYDEN: A good issue can be offered 
suave price, at an interesting price, and when you 
get it in it may be at another price not too interesting. 
It is a matter of pricing in the market. 

COMMISSIONER LEMAN: When they create this 
exempt list and decide how much the institutional 
participation is going to be and reserve that for the 
Syndicate manager, what is in the mind of the syndicate 
manager then? Does he know that he has priced that 
issue too low? 

MR. LEMMON: Not necessarily. It may be 
on a rising market which may create a less attractive 
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COMMISSIONER LEMAN: Well, what would make 
your issue too low or too high? 

MR. BRYDEN: I think you are going to have 
to ask the investment dealers what is in their minds 
when they do these things. All we can register at 
this point is that at times the existing arrangements 
do not make us too happy. Maybe we cannot be any 
happier than we are, I do not know. 

COMMISSIONER LEMAN: I thought you meant 
at the same price. Are you saying that the syndicate 
having made a mistake in price we are sorry we did 
not get enough for it -- is that the size of it? 

MR. BRYDEN: We should like to think so 
and if they underprice it we might be quite sorry they 
did not keep enough for us. 

COMMISSIONER MACKINTOSH: Is not the syndicat 
manager likely to do what you just explained the life 
insurance companies like to do, to naan ai your 
outlets busy and even if he could sell all the issue 
to one small group he does not want to? 

MR. LEMMON: Quite right. 

MR. BRYDEN: Yes, he has got a selling 
organization too. 

MR. HOLMES: It just seems a little funny 
he has so many good customers when he has underpriced 
the issue. 

COMMISSIONER LEMAN: Well, as a matter of 
fact, under the law an investment senlen is entitled 
to talk to some institutions about a prospective issue 


somewhat? 
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MR. BRYDEN: Oh, it is normal to in a 
number of cases. 

COMMISSIONER LEMAN: That is right and that 
gives him a little chance to explore the receptivity 
of the institutions? 

MR. BRYDEN: He is doing his homework on 
the price. 

COMMISSIONER LEMAN: That is right. 

MR. BRYDEN: But sometimes, as Mr. Lemmon 
says, between the time he establishes price there 
has been a time lag and the market may move. While 
you may have had it perfectly well placed in the be- 
ginning when the market moves and it does go it looks 
like a bargain. 

COMMISSIONER BROWN: In the same paragraph 
you refer to earlier information. Is this a suggestion 
for a development of the counterpart of American 
inspection? 

MR. McCARTHY: We merely make the observation 
that the operation of the capital market would probably 
be facilitated if lenders had a better outlook on new 
investments. We have not any blueprint as to how 
this might be done other than perhaps the dealer 
organization itself would work at the development of 
a calendar or a Schedule of the more important borrowings 
ahead. This is not done in Canada to any extent at all. 

COMMISSIONER BROWN: This has come up in 
several issues. 


MR. BRYDEN: I have the impression, Mr. 
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Chairman, that quite often prospectuses of a new issue 
really appear just about at the point at which you 

are asked to make up your minds whether you want to 

buy and I think it is our feeling that if that informatio 
were available a few days or a week ahead that the whole 
affair could be facilitated. 

COMMISSIONER BROWN: Something along the 
lines of the United Kingdom system? 

MR. BRYDEN: TI do not know the United Kingdom 
System but I believe that is it. There are times, 
frankly, when you have already said you would buy a 
certain bond and you get the prospectus the next day. 

Of course, you are buying it from your own information 
and analysis at that point. 

COMMISSIONER BROWN: Have you any comments 
to make about the handling of new Canada issues? 

MR. BRYDEN: I do not think we have any 
particular comment at all on that. I do not know if 
anyone else has. Mr. Rapsey? 

MR. RAPSEY: I do not think we have any 
comment on that, no. 

COMMISSIONER BROWN: Have you any comments 
on security regulation generally? It has been suggested 
in various places that we might lcok at the possibility 
of developing an S.E.C. type of operation in Canada. 

MR. BRYDEN: Well, Mr. McCarthy, I think 
you had some thoughts on that and possibly Mr. Falkner; 
he is familiar with the S.E.C. in the States. 


MR. McCARTHY: As you observed we have no 
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particular formula to set before you for consideration 
on these matters. I think we would prefer to see the 
participants in the capital market gradually evolve 
useful forms of doing business rather than laying 

down legislation. Laying the groundwork, rather than 
doing it through legislation. 

MR. BRYDEN: I think our general view would 
be that an operation like the S.E.C. in Canada is 
really not needed and we think that a gradual evolution 
of our present securities laws would be preferable to 
the introduction of the blanket S.E.C. type security 
regulation. 

THE CHAIRMAN: Well, at the present time 
there is not much inthe way of regulation of the sort 
of issues that you would be interested in, is there? 

MR. BRYDEN: Not too much, no. 

THE CHAIRMAN: That is pretty well left 
to the investment dealers and unless they get into 
some trouble they are not interfered with as : under- 
stand it. 

MR. LEMMON: That is pretty generally true. 

COMMISSIONER BROWN: There is one point involved 
infeleasing preliminary prospectuses on which there appeared 
to be some new thoughts. Would you like to see some 
changes in that direction? 

MR. BRYDEN: I think we would like to have 
some preliminary prospectus before the time we are 
approached by an issue. 


COMMISSIONER BROWN: On the question of tradi 
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there appears to be a tremendous variety within the 
industry and in your paragraph 5.19 to 5.21 -- particularly 
in paragraph 5.20 there is a rather peculiar sentence, 
the first sentence in the paragraph: 

"It is clear that this experience 

varies widely between companies, due 

to factors of policy, practice and 

personnel." 
That "personnel" is fairly clear -- 

MR. BRYDEN: Mr. Rapsey, I think you were 
going to talk about our trading operation. 

MR. RAPSEY: Yes. Well, it is true that 
the experience varies very widely between companies 
and I think this description that states about the 
policy, practice and personnel is quite true. 

Dealing with them in order I think individual 
company policies have something to do with it. If 
a company is predominantly a mortgage investor and that 
has been their basic investment philosophy and policy 
then they are perhaps less likely to be active securities 
traders. T think investment practice has something 
to do with it. This hinges on policy to some degree 
too, but I think it perhaps varies as between the 
organization of the investment function within a 
company, how much freedom is given to the actual per- 
sonnel in the investment department, how closely the 
investment committee of the board may wish to control 
the investment operations of their company and obviously 
there are going to be some delays if it is a question 


of getting approval before you do things or whether it 
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is a question of reporting after you have done them. 

By Ai Same token, personnel makes a difference. 
You may have a personin your investment department who 
is a very successful and active trader -- he just thinks 
that way and in these cases those ee nae are going 
to trade more actively than others. 

COMMISSIONER BROWN: Do I gather in paragraph 
7.33 that the companies that do trade actively in Canada 
do so more actively than the American companies? 

MR. RAPSEY: Which paragraph is this? 

COMMISSIONER BROWN: I think 7.33. 

MR. RAPSEY: Well, this deals with 
direct placement. 

COMMISSIONER BROWN: The last sentence. 

MR. RAPSEY: I think this again goes into 
the question of practice. If a company is one that 
has a very fully developed placement section in thelr 
organization, I think they are going to be giving less 
attention to trading than they otherwise might because 
their investment personnel is more occupied on developing 
the placement type of investment. 

COMMISSIONER BROWN: Usually it is the other 
way around, that direct placement has not reached that 
proportion in Canada that it has in the United States 
and that therefore Canadians are inclined to trade more 
actively than Americans. 

MR, RAPSEY: I think it is true that we do 
not have as much direct placement in Canada as they do 
in the United States. I see what you mean -- the reason 


being we do not have a direct placement -- I am inclined 
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to say it is the other way around. I think it is a case 
of the egg and the chicken, it works both ways. 

COMMISSTONER BROWN: Would there be some 
cases where the Manufacturers, for Peo taner: do not get 
as much as others? 

MR. FALKNER: We do not trade at all. 

MR. BRYDEN: And yet I presume they are 
the largest factor in the direct placement system? 

MR. FALKNER: Possibly. 

MR. BRYDEN: I think you would say that a 
company which tends to run its mortgage portfolio up 
to, say, 60 per cent is generally lukewarm on the 
question of securities so that each company follows 
its own philosophy on this. 

For our part we feel we are reasonably 
active in the trading field. There are constant 
changes going through where we are selling one security 
and buying another in its place. We may not be nearly 
as active as the Manyfacturers. 

Mr. Poyntz, how about Imperial? 

MR. POYNTZ: We are quite active in trading 
and I think the reason we are is that we have developed 
the personnel who are building it up and it has been 
possible to have confidence in them and give them a 
range of activity within which they can operate without 
prior consent and they go ahead and do it. But if 
we had not those people we would not be able Lo ade" t¢, 
of course. 


MR. RIEDER: We might be one of the extremes 
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on the other end of the totem pole. We are large mortgag 
investors, we are not in the United States bond market 
where trading is easier to do than it is in Canada 
and we probably have more close control over our actual 
investment operators than most companies. 

COMMISSIONER BROWN: Would the size of the 
market and accounting problem be tied up in this? 

MR. RAPSEYs @&. think, size, plays, a. part.. 
Obviously if you are trading in, say, denominations 
of $10,000 or something like that it is not a. very 
profitable operation for the time you spend. on it 
and you like to trade in reasonable volume where we 
can differentiate between our markets obviously because 
in the United States where there is a very active, 
very diverse securities market we can trade very much 
more actively. In Great Britain where they have a 
Wide selection of government securities in large volume 
you can trade very actively in British government - 
securities but I think under the 2 per cent stamp duty 
over there, which does not apply on government but 
applies on corporation securities, this inhibits the 
trading. in that field. In Canada it ater a bit. We 
can trade in Canada on the provinces, Ontario Hydros 
and even to a degree incorporate bonds where sinking 
funds are operating and that sort of thing. 

THE CHAIRMAN: We will now adjourn for 
fifteen. minutes. 


(At this point a short recess was taken.) 
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--- After Recess 

THE CHAIRMAN: The meeting will resume. 

COMMISSTONER MACKINTOSH: Mr. Chairman, 

T have a few questions I should like to ask in respect 
to Section 6 of the submission at page 89. 

I notice the setting out of the objectives 
of economic policy and the comments made elsewhere in 
the brief which suggest that the industry attaches 
particular importance to the maintenance of reasonable 
price stability. How far do you think this is likely 
to be usually compatible with the other objectives 
that you set up? 

MR. BRYDEN: Well, Dr. Mackintosh, it always 
seems to me that any country should have a series of 
objectives just as any business should. Now, it may 
be that at various times in the actual practice of 
management of the economy you will find that you seem 
to be incompatible in some respect or another but, 
alternatively, I do not think that undermines the 
objectives. I think you must still have the objectives 
and you should try in your fiscal and other management 
to pursue your way toward both objectives. I think 
that the maintenace of a high level of employment 
and income is one of the major objectives that we should 
have, and also the maintenance of reasonable price 
stability. It seems to me that those are the two, 
and the rest sort of flow from those. I do not think 
we should attempt to have one without the other because 
each time we do it produces a whole series of imbalances 
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of the economy. 
is important 

Price stability / of course, as far as the 
life insurance companies are concerned, bearing in 
mind sist speak on behalf of the fixed dollar 
savers / it is true I think that every period of inflatio 
can be most harmful in wiping out past capital values 
as unemployment can in the initial instance. I think 
you have to try to steer a course that recognizes both 
of these objectives, although your steering of the cours 
is not going to be completely perfect all the time. 

I think that once you see an imbalance coming you have 
to try and do something about it to get yourself veered 
back én your course. 

COMMISSTONER MACKINTOSH: More recently ther 
the tendency to elevate your third objective, namely 
the promotion of a sustained and sustainable rate of 
growth, pretty much to a level with the first two. 

A few years ago that probably would not have been the 
case. 

MR. BRYDEN: I would have thought that 
the third one, the promotion of a sustained and sustain- 
able rate of growth within the economy, really flows 
from the first two. 

COMMISSTONER MACKINTOSH: Yes. You could 
argue that it is difficult to attain any of the three 
without some measure of success with the others. 

In the matter of responsibility for monetar 
policy, you say that the Bank of Canada should be 
independent in the sense that it can pursue objectives, 


but that in the case of any division of opinion the 
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government views must be paramount. Do you find anythin 
in the statement which the Governor made following 

his appointment and the subsequent statement by the 
Minister of Finance which would differ from your views 
as to the probable relationship here? . You are apparentl 
familiar with that topic? 

MR. BRYDEN: I thought, Dr. Mackintosh, 
that when we wrote this piece about the responsibility 
for monetary policy it was on all fours with Mr. 
Rasminsky's statement and the subsequent endorsement 
by the Minister of Finance. 

COMMISSIONER MACKINTOSH: Well, that is 
what I expected to be confirmed. I am interested in 
what you have to say about a directive from the 
Government, or the Minister of Finance to the Governor. 
Do you look at this as a fairly formal act? A great 
many people say "directives". I am not very sure 
whether they mean a nod or a notarized document. . 

MR. BRYDEN: I would think that if the 
situation reaches the point where there is sufficient 
difference of opinion between the Government and the 
Governor to lead to a directive being issued, that 
should be at least in written form, not necessarily 
notarized. That is the point really, it seems to me, 
where if the Governor then cannot accept the implication 
of the directive because of the responsibilities he 
is carrying by the preamble of the Bank Act, then it 
seems to me that he must tender his resignation and, 
in. so doing, I think he tenders it for reasons. 


As soon as he does then the whole matter comes up for 
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public debate. 

COMMISSIONER MACKINTOSH: Now, that is the 
point I should like to clarify. Do you think of this 
directive as being a public directive or not public 
until the Governor has made up his mind to resign? 

MR. BRYDEN: I had not thought about that 
particular point. I would think that it should be a 
directive from the Government to the Governor private 
in the first instance and then to the Governor himself 
to either follow the directive or to resign, at which 
point the thing becomes public. I think probably it 
is better kept private up to that time. 

COMMISSIONER MACKINTOSH: Would you not think 
that the probable result of providing for this 
legislation would be that the power would never be 
used unless it was desired to prepare the way for the 
forced resignation of the Governor? 

MR, BRYDEN: I would not think that this 
particular point would need to be spelled out in the 
legislation. It would seem that it is the basic 
operating procedure; an unwritten rule, if you wish. 

IT think it would be very difficult to frame this in a 
Statute to give effect to this kind of situation. 3 

COMMISSIONER MACKINTOSH: You mean you would 
not provide any statute for the issuing and authority 
of a directive? I quite agree it would not spell out 
the mechanics. 

MR. BRYDEN: Well, yes, I think that could 
be put in the statute in a pretty innocuous form, making 


the provision that the Minister may from time to time 
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issue a directive having regard to this, or something 
of that kind. I think it could be handled without 
Spelling it out in too much detail, but it is much 
better I think kept as a sort of unwritten rule. 

COMMISSIONER LEMAN: Have you any idea 
what the form of such a directive might be? Obviously 
we are talking about a case here where in the opinion 
of the Government the Governor of the Bank has followed 
in his field of policy a course which does not quite 
fit the general policy of the Government. Do you 
imagine a specific type of conflict there, and therefore 
imagine also what the directive would be? What would 
it say to the Governor? Could it be so vague as to 
Say, make money easier or make money tighter? What 
would it say? 

MR, BRYDEN: I would think that under those 
circumstances if such a directive were to be issued the 
Minister of Finance would want to give reasons for his 
conclusions as to what monetary policy ought to be under 
the existing circumstances, because if the Governor does 
not agree to accept that then he is going to come forwar 
with views as to what monetary policy ought to be in 
his view under the same set of circumstances. I would 
think that it would not be a vague directive. I would 
think the Minister of Finance should make a case within 
it for the direction that he would wish monetary policy 
to take. 

COMMISSIONER LEMAN: Would it be still fairl 
precise, do you think? 


MR. BRYDEN: I think if I were writing it 
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1 I would make it pretty precise. 


2 COMMISSIONER LEMAN: In quantitative 
3 terms? 
4 MR. BRYDEN: You mean, 2 per cent more 


5 money supplied or something like that? 

6 COMMISSIONER LEMAN: Yes. 

7 MR. BRYDEN: No, I do not think you would 

8 do it on that basis. I would think you would give 

9 the reasons why you think there ought to be, say, more 
10 money ease than apparently the Governor is prepared to 
11 let exist, and then he will come up with his points 

12 as to why he believes the current policy fits the 

13 current scene. Therefore in public discussion you 

14 then have both sides of the qwvestion. 

15 COMMISSIONER LEMAN: The secretary just 

16 mentioned to me something I had not thought about. In 
17 Australia apparently such directives have to be tabled 


18 in parliament. 


19 MR. BRYDEN* Just as soon as they are issued 
20 COMMISSIONER LEMAN: Yes. 
21 THE SECRETARY: Within 15 days of the 


22 house sitting. 

23 MR. BRYDEN: Well, I would assume that 

24 even under what I have suggested it is going to be 

25 tabled within about 15 days,because if through mutual 
26 discussion you have arrived at an impasse I do think 

27 the Governor's emerging views and his intent ought to 
28 be constantly before the Minister, and if it gets to 


29 the point where a directive is issued I am quite 


eam J satisfied that the Governor is almost going to implement 
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his side of the case immediately. Whether you want 
to force a tabling of it or not, I do not know. 

COMMISSIONER GIBSON: You said earlier 
that you thought it would be desirable not to make it 
public until the Governor had a chance to consider 
whetle® r or not he wanted to accept it. 

MR. BRYDEN: That is right. 

COMMISSIONER GIBSON: Of course, if he 
accepted it it would be highly undesirable to make it 
public at this point because then he would appear to 
be faced to do something which would lower his prestige. 

MR. BRYDEN: Yes. I think the’ point at 
which it should be made public is at the point where 
the Governor cannot accept it. If he can then I do 
not see why such a directive ought to be public property 
at all, because presumably at that point the monetary 
policy of the government and the Bank are in unison. 

COMMISSIONER LEMAN: Is it desirable for 
the Government to really give precise directives to 
the Governor which presumably are necessary because 
they cannot quite agree, and yet there is a private 
directive put on the Governor's desk and he accepts 
it and nobody knows that this has happened? 

MR. BRYDEN: Well, you know when you get 
into this area of central banking and monetary policy 
I think so often there is so much said and so much 
misinterpretation, my view would be that it is better 
a directive of that kind, if it were ever issued, to be 
a private document until such time as the Governor 


decided that he could not accept it. I think if you 
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publish it prior to that you have really put the whole 
discussion out in public in any event and it may not 
be appropriate at that point for such divergences 

of view to come out in public. 

- COMMISSIONER MACKINTOSH: That probably 
means that the Government or Minister of Finance should 
not issue a directive until it has been determined 
that the Governor cannot accept it. 

Mes BRYDENT “I°think’in”alil probability 
that is the way it would work in practice because they 
have reached an impasse, or else a directive is not 
forthcoming in any event. It is sort of the last step 
on the part of the Government and presumably the last 
step on the part of the Governor. 

COMMISSIONER MACKINTOSH: We have had a number 
of suggestions from various sources as to improvements t 
the board of the Bank of Canada, vaguely stated and 
many of them, or at least not very precisely stated, 
including suggestions from more people with finance 
and/or banking experience, including the daring suggestidn 
of putting a Communist on the board. I take it the 
present board is predominantly regional? 

MR. BRYDEN: I believe’ that is’ the case. 

COMMISSIONER MACKINTOSH: I take it, of 


course, the Act requires that, or does it? 
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MR. BRYDEN: I am subject to correction, 
but I believe it requires people of diverse occupations; 
I am not sure that the Act itself requires regional 
representation. I think it started that way. I am 
subject to correction on that, but I believe that is 
the case. 

COMMISSIONER MACKINTOSH: Has the industry 
any ideas as to a different pattern of directorships, 
and would this lead to a large number of people of 
financial competence and experience? 

MR. BRYDEN: I don't believe, Dr. Mackintosh, 
that the industry as an industry has any views on that 
particular subject; it wasn't discussed in our meetings. 
I think, though, that from what we have said in the 
brief that the industry would probably agree that 


competence in finance and economics would be desired 


to a greater extent than geographical or even occupationa 
representatior , and that in that event the chartered 
bankers are excluded under the Act and investment 
dealers, although not excluded, I think would be very 
likely to exclude themselves on the basis of their 

own particular interest with the Bank of Canada and 

this certainly narrows the area of competence -- that 

is to be found in the matters of finance in any country, 
and I would think that that would lead to the suggestion 
that the board might be smaller than it is and based 
essentially on competence in economics and in financial 
matters.That is not an association view, I think that is 
probably a personal view drawn from the general position 


that we have taken. 
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COMMISSIONER LEMAN: Well, would you 
visualize, say, a full-time one? 

MR. BRYDEN: That had not been in my mind, 
no. I would think that you might have a board of six 
or nine, or as many as you wish, but not a full-time 
board, no. 

COMMISSIONER LEMAN: Where do we find those 
people where there is any conflict of interest which 
would arise? 

MR, BRYDEN: You might find them in the 
life insurance companies! You might find them amongst 
economists and university professors, but it does 
create quite a problem once you have really excluded 
your chartered bankers, and also I think that the 
investment dealers would exclude themselves, so that 
the area becomes much smaller in which you can make 
ultimate choices. Again that is the prerogative 
of the Minister of Finance, whoever he may be. 

COMMISSIONER LEMAN: If we could find them 
in the life insurance industry, would that cast a reflection 
on the responsiveness of life insurance companies to 
short-term monetary movement? 

MR. BRYDEN: I would doubt it. 

COMMISSIONER MACKINTOSH: Turning to another 
topic, we have had representations that the bank should 
cease to act as the government agent on debt management 
and that the Department of Finance would run the 
operations itself. There were others that felt that 
we might have a board of debt commissioners, or something, 


charged with this so that the Bank might carry out its 
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operations, but on a much more detailed direction 
from the Department. Have you any view on that? 

MR. BRYDEN: That, too, is a subject, 

Dr. Mackintosh, that the association did not discuss. 
At the present time the Bank of Canada operates on an 
agency basis. I think you can develop a pretty clear 
case for having debt management operations come under, 
say, the Department of Finance, and alternatively you 
have the overriding proposition that a unification of 
monetary policy, fiscal policy, debt management policy, 
and so on, is essentially now in the throes of being 
under finance and you then have to develop a means 

of achieving that through necessary co-ordination, and 
I think that is the point that I don't think I am 
competent to have an opinion on. 

COMMISSIONER MACKINTOSH: It is a little 
hard to see how, if you have two groups operating, 
you are not simply requiring they confer by telephone 
first before either of them takes any action. 

MR. BRYDEN* On the other hand, with it 
centred, you have in the present instance one man 
wearing what, three hats; he wears the monetary policy 
hat, he wears the debt management hat as a agent and 
he also wears an exchange rate hat, again as an agent. 
Co-ordination is essential. How you achieve that 
co-ordination to the best effect I think would be 
the basic position as far as its eventual location 
is concerned. 

COMMISSIONER MACKINTOSH: That is the probleni, 


I think, almost in any business; the head of the busines 
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has a variety of headgear he has to put on. 

COMMISSIONER GIBSON: Do any of your other 
members have personal views they would like to express? 

MR. BRYDEN: I would be very happy if 
they would. Apparently not, which suggests that possibl 
they are agreeing with me. 

COMMISSIONER BROWN: They regard you as 
the expert. 

MR. BRYDEN: That is right. 

COMMISSIONER MACKINTOSH: You mentioned 
the need for as sevemerenae and unifying policies. 
Would you feel that recent monetary history reflected 
basic conflicts between objectives or that the mix 
had been wrong? 

MR, BRYDEN: I would think that probably 
what you would say 18 that the mix might have been 
somewhat different. Now, that is hindsight and it is 
so much better than foresight. 

Again, it seems to me that your major 
aim is to keep your entire economy in a state of 
balance and if things seem to be getting out of lime 
in any one area, some offsetting action, if possible, 
should be taken and it is kind of a constant walking 
on a tightrope -- if you will -- as between all these 
various facets of the economy and as in any business, 
if you let one thing get out of line, normally you 
take a wack at that and hit it on the head if you can 
to bring yourself back into that unified balance 
that seems so essential, and I think that recent 


history indicates that we are somewhat out of balance. 
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There is also a question of timing involved 
here; there are times when you should do something 
and there are other times when you shouldn't, and that 
is part of this walking on the tightrope. 

COMMISSIONER MACKINTOSH: I am not sure 
that is a very helpful prescription; I accept the 
truth of it, though, 

COMMISSIONER LEMAN: It seems to me 
in the brief that you feel that in order to have 
the proper mix of policy you have to have a degree of 
responsiveness to the policies that are being pursued, 
and in paragraph 6.19 there is a direct reference to 
that; you talk about responsive elements of the 
economy and responsive financial intermediaries, and 
we have talked -- I don't want to go back into all 
the details, but we have talked about a good deal of 
the areas in which your particular industry might be 
deemed responsible or not. How would you judge that 
from the point of view of the two big areas of where 
you should have responsiveness; say that on the liability 
Side there doesn't seem to-be much responsiveness to 
short-term movements. 

MR. BRYDEN: I would think on the liability 
side that there is not a high degree of responsiveness; 
I think the liabilities, of course, are created by the 
Sale of insurance and, as you said yesterday, we sort 
of keep constant pressure on these sales, and the 
economic conditions that the country help or hinder 
a bit and with continuing nar era for sales, but on 


balance the liabilities accrue from that type of operati 
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and on the basis you suggest it could be considered 
to be relatively unresponsive in the sense that you 
are using it. 

COMMISSIONER LEMAN: And that was even true 
of loans to policyholders, which are a matter of 
contracts, too. 

MR. BRYDEN: I don't quite get the 
connection on the loans to policyholders; that is also 
contractual arrangement. 

COMMISSIONER LEMAN: That is right. 

MR. BRYDEN: It does seem from our operating 
experience that most policyholders are inclined to 
use their policy loan privileges as a sort of a loan 
of last resort, : if: you. will. 

COMMISSIONER LEMAN: And therefore would 

look 
you say we cannot/for much responsiveness there in 
that particular area either, except to the extent 
that you might get more demand for loans at a time of 
tight money? 

MR. BRYDEN: I mean that is what you do 
under extreme conditions, and back in the 30's there 
was a time when at least 20 per cent of the assets 
of the companies were in policy loans. 

COMMISSIONER LEMAN: But not rate-wise; 
you can't respond rate-wise in that area? . 

MR. BRYDEN: No. 

COMMISSTONER LEMAN: So, we have to look 
on the asset side basically, investments, and this 
morning we talked about trade; the record of trade 


among the companies represented here was very uneven, 
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some were not very active traders and others were. 

COMMISSIONER LEMAN: Could you summarize 
a bit in what way you feel the industry might be 
responsive on the asset side? 

MR. BRYDEN: Well, it has been my impression 
that the industry as a whole was reasonably responsive 
to monetary policy; certainly as interest rates go 
up and/or go down it does start a oheth of operation 
running back through our investment policy. Part of 
that, of course, will have to do with the new money 
which we invest and the other part comes from the 
total gross investments, if you will, which includes 
the amount of trading that is done. It finds itself 
in that area and it also finds itself expressed, I 
think, in the degree to which companies tend to have 
forward commitments, particularly in the mortgage 
market, but that also is true to some brctbled ge 
securities and at some periods we may have our cash 
income, if you will, the net cash income committed 
ahead for six to nine months; at other points you 
would let these forward commitments vcun out. 

On the whole, though, I would have thought 
and do think that the life insurance industry is 
reasonably responsive in the capital market to shifts 
in interest rates and in some degree toshifts in the 
economy. 

COMMISSIONER LEMAN: We discussed your 
mortgage operation this morning, and it seems as though 
the rates and mortgages do not respond quickly, is 
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MR. BRYDEN: They respond to -- they 
certainly respond to the general trend in interest 
rates, although there is a time lag and again part 
of that depends on the demand for mortgage money within 
that particular market, but we would find, I think, 
over long cycles of interest rates that you have mortgag 
rates that have run all the way from 7 ver cent, such 

the point 

as might exist now, and I can remember/at which mortgage 
rates were 44 per cent on good loans during a period 
of low interest rates. 

Now, there is a lag. Part of that lag, 
I suspect, is due to the fact that it takes time 
to bring a mortgage investment into your actual 
operating position. I mean, first of all, there is 
the examination of the loan, then there is your commit- 
ment and then there may be six months lapse before 
your cash starts to go out as this is in the process 
of construction, and there is quite a time when the 
interest rates, of course, would be fixed at the point 
of the original approval, so that contributes in part 
to that lag, but the mortgage rate in Canada is not 
what you would call a particularly responsive rate. 

On the other hand, if we can over the years 
develop a secondary mortgage market and a larger number 
of people participating in it, then that in itself 
will produce more responsiveness in what at the moment 
might be regarded as a rather sticky interest rate. 

COMMISSIONER LEMAN: A system of discounting 
mortgages? 


MR. BRYDEN: Yes. 
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COMMISSIONER LEMAN: Well, the NHA mortgage 
rates, they have been rather sticky and they do have 
an influence on the conventional mortgage market 
to a large extent? 

MR.. BRYDEN: That is right. 

COMMISSIONER LEMAN: And therefore we don't 
very high responsiveness in that area either. 

MR. BRYDEN: Mind you, one of the things 
that you have to have in a responsive mortgage market 
is some sort of uniformity in the piece of paper. 
A conventional mortgage is a mortgage on a particular 
piece of property in a particular place and to a particular 
person. Now, the liquidity of such an instrument 
is pretty small, because anybody who would wish to 
take it over would really have to go and look at the 
property and assess the credit worthiness of it, and 
so on, and once you move into this N.H.A. insured mortgage 
position you are creating a fairly high degree of 
uniformity by that insured position. This is essential. 
That sort of a thing would be essential before you 
could really move into a place where your mortgage 
documents are to some extent liquid. 

Now, if you could move further to the 
point where no matter what the interest rate may be, 
if they are in the sort of a package that can be DPD ought 
either below par or abdéve par, then you can get gradatio S 
in that interest rate between that which is normally 
imposed of, say, one-quarter or on-half per cent, and 
then you develop in that way to a more flexible, more 


responsive interest rate in that field. 
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Do you wish to say anything about that, 
Mr. Lemmon? 

MR. LEMMON: Just one small extension on 
that. It is inevitable, perhaps, in all of these 
discussions that we compare ourselves with the larger 
country south of the border which has gone through 
some of these problems before. 

The F.H.A. document in the United States 
is a much more marketable document and is much better 
than the N.H.A. document in Canada. Why should that be? 
One main reason is that the National Housing Act prevents 
loans being made below the face amount of the loan; 
it can't be made at a discount. 

In the United States the F.H.A. loans are 
made at discounts and the discount charges are as 
quoted; you can get an average price at which F.H.A. 
loans change hands from the various concerns in the 
United States and that, in my opinion, tends to make 
interest rates on mortgages in the United States more 
quickly responsive to movements in the bond market 
because you have a uniform document that is generally 
acceptable and it is available at a price which could 


be a discount or could be a premium. 
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MR. RIEDER: On this whole question of 
responsiveness, Mr. Chairman, we are fairly responsive 
to shifts in interest rates within different categories 
of investments, but, by and large, an insurance company 
remains fully invested all the time, and the money that 
emerges is invested. Our cash balances don't vary 
a great deal. So, in that sense you might say we are 
not too responsive. 

COMMISSIONER LEMAN: I want to get at this 
a little further on in this discussion, but there is 
the matter of controls otherwise than through these 
basic financial policies. The fact that N.H.A. 
mortgages have been used to a large extent to encourage 
new construction and the fact they have been sticky, 
could we consider they did not tend to make that 
particular industry responsive -- as responsive as it 
could have been to monetary policy? | 

MR. LEMMON: I think that is a fair conclusion. 

COMMISSIONER LEMAN: There seems to have 
been a government policy of longer range to try to 
help the residential construction industry in Canada 
a little bit regardless of what was going on from year 
to year in the needs of monetary policy. 

MR. BRYDEN: I would say so. It seems to 
me that the degree of housing activity within the 
country at any time is a very important part of the 
total of capital invested, and I think the use of 
the N.H.A. has been part of what has been done in order 
to stimulate the building of houses for purposes of 
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ment, as much as anything else. 

COMMISSIONER LEMAN: There have been changes 
of rates on N.H.A. mortgages. | 

MR. BRYDEN: Yes. 

COMMISSIONER LEMAN: The record of changes -- 
does it seem to have been co-ordinated with monetary 
policy? 

MR. LEMMON: With considerable lag -- varying 
lags; but, considerable lag. 

MR. POYNTZ: An evidence of responsiveness 
in the face of a fixed rate is the participation of the 
lender. They respond by not participating or participating 
to a greater degree. 

MR. BRYDEN: And that really reflects where 
the conventional loan rate may be in terms of the N.H.A. 
rate. There would be times when conventional loans 
would be more attractive.. There would be other times 
when the N.H.A. loans would be relatively more attractive 

COMMISSIONER LEMAN: Again in this field 
of responsiveness I get the impression from your 
arguments here that you feel that to the extent your 
industry is responsive it is mostly to long-term 
interest rates. Generally speaking, monetary policy 
begins to act at the short end, doesn't it? How do 
your visualize this mechanism? How do you think you 
can -- with how much lag would you be responsive if iyou 
are responsive to the long type of rates rather than 
the short? 

MR. BRYDEN: Well, I suppose we would he 


as responsive as the degree of lag between short-term 
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rates and long-term rates: That just sort of normally 
happens. We would in the first instance vary our 
committed position. In the second instance we can 
acquire larger amounts of either cash or short-term 
securities. Other than that we proceed to operate 
within the long-term end of the business and then 
different rates for different categories of assets 

tend to vary with each other, and you sort of, I suspect, 
would consider you would go up the scale as the rates 
widen. I think they would first appear in, say, your 
federal government debt. You would have your provincial 
bonds starting to reflect that pretty normally. You 
then have a downward movement of your municipals and 
corporations. There is a lag in all of those, but 

I think it is part of our operation within that market, 
even trading from one to another, that tends to pull 

the other type of interest rates in line with the basic 
long-term rate that exists from time to time as a result 
of monetary policy. 

COMMISSIONER LEMAN: Yes, but with your 
experience as to what this lag is, we have heard from 
others a great deal about the value of signals -- the 
monetary policy operating as a signal. They operate 
first at the very short-term end. Do you observe these 
Signals as something you can predict will influence 
your operations nine months or twelve months later? 

MR. LEMMON: It did not take any nine or 
tnelve months this spring. It took about nine or twelve 
days. 


COMMISSIONER LEMAN: But you just talked 
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about lags: How fast does this pervade into the 
long-term interest rate field in which you are 
responsive? 

MR. LEMMON: I don't think you can set a 
specific time. I quoted this spring as an example 
of where the range on the long-term market came after 
a change on the short-term. It has not always been 
that fast. Sometimes it was six months, and sometimes 
you have had a swing in the short-term market that has 
not ever had a corresponding effect on the long-term 
market. 

COMMISSIONER LEMAN: So it would be your 
own judgment in the circumstances you are facing at a 
given moment that these signals coming at the very 
short end will produce this effect quickly, more slowly 
or not at all in the long-term field. You would make 
that judgment yourself? 

MR. LEMMON: Collectively the market 
would make that judgment. 

COMMISSIONER LEMAN: How about your industry 
in particular? Do you think you would have a particular 
judgment based on the type of the sectors of the 
economy with which you deal -- the insurance field and 
the kind of investments you make? 

MR. BRYDEN: I would think most of the 
investment officers of the life companies are fairly 
knowledgeable in the field of interest rates, and I 
think all of us are attempting to work with the same 
or virtually the same basic figures that your central 


bank does, and we are just as conscious -- not quite as 
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conscious of a change or the prospects of a change 
in the interest rate level. I don't think, for what 
it is worth, that where the central bank gives a 
signal as such really has an awful lot of weight. 
The signal only comes after a certain situation has 
developed. We, I think, are watching the basic 
situation and to some extent may even anticipate such 
a signal in determining what we think the trend of 
interest rates is likely to be, and having made a 
determination on that we then move to the extent we 
can to capitalize on the expected trend. 

COMMISSIONER MACKINTOSH: That is to say, 
if there was a significant rise in the short-term 
rate of interest you would lighten on long-term bonds 
and invest short-term in the expectation you could 
later go back into the long end of the market at a 
better price? 

MR. BRYDEN: Yes. You tend to trade between 
shorts and longs. You tend to trade between credits. 
You tend to trade between different categories based 
on the spread of interest yield which could be is 
either wide or narrow. 

COMMISSIONER GIBSON: But you just don't 
respond to a signal. You make your judgment in the 
light of the various factors in the market-place, 
in the light of what the central bank is doing and 
Saying, but the signal is only one relatively small 
part of this whole thing? 

MR. BRYDEN: I think the signal in most 


cases would really confirm or otherwise the judgment 
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ne you had already made. 

COMMISSIONER GIBSON: Or which you were in 
the process of making? 

MR. BRYDEN: Yes. 

MR, LEMMON: Perhaps a situation that 
developed in England over the last few years could 
illustrate this, because I think it is true they have 
used monetary policy more drastically than countries 
on this continent in recent years. 

The first time the Bank of England rate 
went to 7 per cent the rate on long-term British 
Governments didn't go very much over 5 per cent because 
the attitude of the market seemed to be that the 
situation they were contending with by means of the 
short-term rate was a relatively short lived situation 
and would likely be corrected within nine months or 
@ year and that the long-term rate would not likely 
follow it. The next time the Bank of England rate 
went to 7 per cent the long-term market was not nearly 
as optimistic and telt the difficulties were much more 
deep-seated and not apt to be corrected so quickly, 
and the rate on British Government long-term bonds 
was up around 6-3/4 per cent. 

COMMISSIONEF LEMAN: You make a reference 
here to perverse regulations: Is this the general 
area you had in mind there? 

MR. LEMMON: That is right. 

COMMISSIONER TEMANe b¥oucalsonshatehbhat 
different national intermediaries are, of course, 


through responsiveness to the short-term or long-term 
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structure not affected quite so immediately or so 
directly by monetary policy changes, the chartered banks 
being the very first. In this chain, among institutions 
as against individuals, would you be about at the end 

of the line? 

MR, BRYDEN: I don't know you can have any 
particular judgment on that. Certainly, as you say, the 
Central Bank's actions affect first of all the chartered 
banks. I suppose -- and I am only supposing -- the 
next place it may be felt is in what has been termed 
normally "near banks" who conduct relatively the same 
type of business. Then I think you move out to other 
financial institutions. Whether the individual -- 
where he would fit, I don't know.» So, whether we are 
at the end of the line or not, I don't know. I do 
think, though, that with the type of investment management 
that seems to exist throughout the industry I would doub 
very much if we are at the end of the line. 

COMMISSIONER MACKINTOSH: But surely the 
communication of a change " interest rate is instantanequs? 
It does not run down a queue? 

MR. BRYDEN: No. 

COMMISSIONER MACKINTOSH: Everybody gets 
the same signal? 

MR, BRYDEN: But some people are in a4 
position to react to that, I would suspect, a little 
faster. As far as life insurance companies are 
concerned, I think it has to be borne in mind that 
we are almost constantly fully invested. That is what 


we have to do. We cannot afford to stay with idle 


oo ce oF a % 
; a 5 “= i? * i sa \ 
i . “ 
we hye oo 
yo eee 
; Bt 


og 10 yYLotstbommt 08 odtnp 


| eieted boredtsdo edd (eoniero. S¢o FSG SesawenGu ud cidoonts | 


eanottuditedt gnome .atsro atdd al! (vert? Siserosnieies 1) 


q 
if 
. 
| hoe od ts tuods od voy Blvow .efsubitvibmt ganises es Bo 
| 
i" 


‘YentL edd to : fie 
| 


wns eved aso voy word Sinob I <WaCYAa . aM a 
| edd tee goy as .Yinissdi1s0 .tad?d se tromsbyt isiuofd is, ys 
| Heredrssdo ens ffs to teril Josetts enotios. 2'iinsd Isatsd 8 


ij 
a eid -- gataoqque vino ms I bos -~ suoqqt@ I’ sennsd |e 
; | 
bemused ased est tarw of ef 3fo% od vem tr eoslq txon (ot 
emse sid ylevitsier tonbros onw "exnsd risen" yiiemren |it 


isddo od due ovom voy Nntdt Tosi? Jaasntavd to eqys |S! 


-~ Isubivibnt sd verltedW Jenotdudtcest Letsnentt el 


evs ow teiverdw .08 .wodw S'aob I dil Pivow en evedw |! | 
| ob I .wonsl d'nob T (dom so snif edd to bas one ts |e! q 
Jrfenegsism Inentaeval to eqyud ent Adiw gacd. dogvods ~satas jor | 
Pdyeb blyow I yateubat ont tuondguordd tetxe ot ‘emesaidsdd ||V! : 
.ontt edt to bre eft 3s es ow tt Soum ytev | 3! ’ 
eit ylone tu@ 2HeOTMTHOAM ARMOLeeTMMOD * jE . 
upenstasdent at ster tesrotal p20 itpcinlans to coftsotavmmoo | 08 ; 
: | $sueup & mwob aves tor es0b dt i ; 
SOK 349 OYHE , AM jSe ; 
ateg ybodyrsvi -HEOTMINDAM SMMOTERTMNOD ea 


TIlsante omea sit 
s mf ets elqosq smoe Sea sWECYAG VAM - 
eltdil s ,toeqeve blyow I (.tadt of tose t oF soltteoq 
|. sis asinsqmos sonssvent stilt es  s8t eA .setest 


|  dtedt bain mt emteod ed ot esd SF Naked I .beareon0s 


jedw et isd?  beteevrt yvilwt yitnssenoo deomis S58 sw 


Nethercut é Young i 2599 oy 


Terente, Ontario 


cash for long because it has an effect on our interest 
earnings, and the interest earnings are a very high 
part of our competitive position with other companies. 
So that you do have always a large body of investments 
which you are holding. You do have a cash inflow 
coming in pretty regularly. You can deal with your 
cash inflow quite easily and quite quickly. To get 

at your existing investments you then must determine 
whether there are trading opportunities, and,to the 
extent there are,those companies who trade proceed 

to do exactly that, and in that way bring the whole 
structure of interest rates back into some reasonable 
balance -- the kind of a balance that existed probably 
before the change in trend occurred. 

COMMISSTONER MACKINTOSH: So, one answer 
is that within the industry those companies who have 
a very active trading policy do respond very quickly? 

MR, BRYDEN : Very quickly. 

COMMISSIONER MACKINTOSH: If a company does 
not trade, of course,.it does not respond. 

MR. BRYDEN: And I think on that basis, 
even though the degree of trading is different with 
different companies, that one table that showed our 
gross investment in terms of our net investment in 
a year showed something like three to one, and it 
was about 2-4 to one excluding the federal bonds and 
treasury bills. So that, that is. some measure of the 
trading impact that goes on. 

COMMISSIONER MACKINTOSH: Another thing 
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Say you are always fully invested, but you stand pretty 


high among the groups in having a highly dependable 
cash inflow? 

MR, BRYDEN: That is right. 

COMMISSIONER MACKINTOSH: And this affects 
your investment position. There are a lot of 
institutions that may not be invested, but they haven't 
got this additional cash inflow. 

MR. BRYDEN: We have a very predictable 
cash inflow and that is what makes it possible, (a) to 
be quite fully invested and (b) to even anticipate, as 
forward commitments, that cash inflow over a period. 

COMMISSIONER LEMAN: To supplement the 
mechanical workings of monetary policy, you make 
reference to both the open-mouth policy of the monetary 
authorities and the moral suasion system -- an expressio 
I don't like becuase it is not English. But, as I 
gather, you make the point that moral suasion should 
be done in private, if at all; is that right? 

MR. BRYDEN: I would agree, yes, but again 
I don't know -- yes, this is an industry view in the 
sense that it was put into the brief. 

COMMISSIONER MACKINTOSH: I am not quite 
sure what that means. 

MR, BRYDEN: Everybody else nodded,so 
I guess that is all right. I think this whole matter 
of publicity as far as the operation of the Central 
Bank is concerned is rather difficult. Throughout 
the brief we have said that the Bank should make the 
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fullest discle3ure of what it has done and as fast it 
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can. Also, that the Governor should keep the Bank's 
emerging views on monetary policy ea duaeete before 

the Minister. I think we have said that public statements 
of intent should only come at rare intervals at the 
point at which there is some major change in policy 

or major event occurs. I think we have said if changes 
in the discount rate can be made meaningful then that 
would be so much the better as an indicator, and that 
discussions with interested groups should be conducted, 
and I think are most effective when done without undue 
publicity. It has always been my feeling that central 
banking is a very complex business even for the experts, 
and the more that is said the more misinterpretation 


is likely to be drawn from those statements. 
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And monetary policy is sufficiently complex 
that it just about cannot be expressed in headlines. 
No individual other than the Governor, it seems to 
me, is in a position of appreciating in the round 
all the various factors that are bearing on the 
continuous decisions which he has to make and make 
in the light of his assessment of what the current 
Situation is. 

Discussions with interested groups such as 
the banks -- and I understand that he has them fairly 
regularly with his money-market dealers, if you will -- 
are one thing. Those people are in a special situation 
in the sense that they have a continuing relationship 
With the central bank and also a background of the sort 
of mutual understanding and knowledge, but I think that 
any publicity concerning that kind of at soushiok would, 
in the first place, inhibit the discussions and, secondly, 
would lead very easily to a wide-scale misinterpretation 
of what the real intent of the discussion was, and as I say, 
I think those are the reasons why we feel that the 
Bank of Canada should be able to conduct its affairs 
in reasonable anonymity. 

Remember,too, there has to be two sides to 
a market; there has to be a buyer as well as a seller 
and there is a difference of opinion which creates the 
market and it would seem unconscionable to me if the 
central bank had to trot out its intent and everything 
else in the open because I think that would cause 
a much faster reaction in the market and one that could 


quite often be misinterpreted -- in fact it could almost 
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ruin the market, you would not have a market. 

COMMISSIONER LEMAN: You say in certain 
circumstances moral suasion could be resorted to. How 
effective do you think it is? 

MR.BRYDEN: I think it is quite effective 
amongst those groups who have that sort of continuing 
relationship. Moral suasion -- again I agree with 
you that that is a very difficult word to use, but, 
for example, and going back to the life companies' 
own experience during the war, there were several 
meetings held with the Minister of Finance with 
regard to investment in war loans, and as a result 
of the understanding that we got of the subject at 
that time et cetera virtually all of our available 
cash during that period was funnelled into war loans. 
It was done quite willingly on our part. It was done 
a little ahead of receipt of AO Gnd and on the whole 
that worked extremely satisfactorily. 

There are other conditions which might 
exist which would have the same effect, but I believe 
T do not think that moral suasion should operate 
to try to get any group to do anything which is not 
in their own best interests to do, and I imagine that 
any Governor of the central bank would tread very 
carefully on that score so to that extent "suasion” 
is really not a good word. 

COMMISSIONER LEMAN: I think I would like 
to make an exception for war time. Things may be 
changed during war time. Let us talk about peace time. 


You bring in one example here about the conversion loan 
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where you say that the insurance companies as an industry 
were brought to Ottawa about the conversion loan. Is 
that a fact? 
MR. BRYDEN: Yes, that is right 
COMMISSIONER LEMAN;: That is in the brief, 
is it not? 
MR. BRYDEN: Yes. 
COMMISSIONER LEMAN: This was not much before 
the conversion loan was out, was it? 
MR. BRYDEN: No, that was at a time when 
it was contemplated it was about to be done, and the 
‘representatives, or at least some of the representatives 
of the insurance companies, together with other financial 
institutions were brought to Ottawa, and the whole 
operation was explained in very considerable detail 
and I think that that was a very effective method at 
that point of building and giving a complete background 
on that conversion operation. It was much better to 
have had that background of the operation than to all 
of a sudden have it hit you in the face that such and 
Such a bond issue was being converted. As to what 
results it had, it is a little difficult to say. I 
think as a result of that the chances are there were 
more bonds bought by the companies than might have 
been bought had it merely come as another issue. 
Would you agree on that? 
MR. LEMMON: The records show that we did 
not buy it in those two periods. 
MR. BRYDEN: Well, that is the on-balance 


figure, but I have forgotten what the subscriptions were 
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but I think a large number of the companies participated 
in the purchases of conversion bonds. Now, to the 
extent that we at the same time let something else run 
off is another matter. 
MR. HOLMES: In other words, it was a con- 
version operation. We had the old bonds in that 
case, 
MR. BRYDEN: In most cases on the bonds 
there were cash purchases too. 
MR. LEMMON: There were cash purchases, yes. 
COMMISSIONER LEMAN: This was an operation 
which did not understand that moral suasion was being 
used -- I am not sure this iS what was being done -- 
by informing you in this case. There certainly was 
no implication that the government wanted your industry 
to do anything against its best interests in its own 
judgment. 
MR. BRYDEN: I do not think that this could 
be called moral suasion, really. I think this was a 
meeting to put us in the position, the larger buyers 
in possession of the background and reasons for this 
operation. T would doubt very much if you would call 
that meeting at that time anything that would have any- 
thing to do with moral suasion aS such. 
MR. POYNTZ: It was just communication. 
MR. BRYDEN: Yes, and I think very effectively 
done at that time. 
COMMISSIONER LEMAN: Well, in the sense that 
it was not moral suasion, what about communication by 


means of a sort of open mouth policy as to what the 
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Objectives are and why would this sort of thing have 
to be done in private? 

MR. BRYDEN: Well, I do not think you want 
open mouth policy, as you put it, under normal operating 
circumstances. This was a special operation and it 
was a very desirable one, but in the normal matter of 
events I do not think you would need to go that far 
to develop your communications. I think this is the 
sort of thing that should happen under special situations 

COMMISSIONER GIBSON: There is a point I 
would like to raiss Mr. Chairman, in this regard. You 
say in the exercise of moral suasion -- I think it is 
better to call it persuasion here -- that the central 
bank Should not ask anybody to operate in a manner 
that is against its own interests. e Now, this brings 
up the very difficult problem of ene It is a 
question of how you judge your own interests. If you 
take the long view today you would agree with them; 
if you took the short view today it is against your 
interests. When somebody tries to convince you to do 
spnetnine wee were not otherwise going to do, then in 
fact you are being asked to do something which you 
thought at that immediate point not in your own interests 
I suggest that persuasion or moral suasion is asking 
you something just at that particular moment which you 
would not otherwise have done. Is this a reasonable 
explanation? 

MR. BRYDEN: Yes; using moral suasion 
in that sense I think that is probably true. In the 


sense we were talking about in the conversion loan, I 
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think it was, perhaps, communication. There was no 


pressure brought on us to do anything. It was commemticatiion 
to us and subsequently we made up our own minds having 
regard to the total operations, the context in which we 
would convert the existing bonds, whether you bought 
additional bonds for cash or what have you. I do not 

think that could be termed moral Ssuasion in any sense. 

COMMISSIONER GIBSON: &E: think that is a 
different case but you say in your brief that there 
are times when you think the central bank Should use 
moral suasion, rather emergency times, the suggestion 
is, but you qualify this by saying that people should 
never be asked to do things -- in your own testimony, 
to do things that are against their own interests. 

T wonder if this really stands up? 

MR. BRYDEN: Can you give me the reference 
in tne prver?7 

COMMISSIONER LEMAN: Page 98. 

MR. BRYDEN: I still do not quite see where 
we said that moral suasion was a good thing. 

COMMISSIONER MACKINTOSH: It must be if it 
is moral. 

THE CHAIRMAN: What I am trying to figure 
out is what has the "moral" got to do with it no matter 
how you look at it? 

COMMISSTONER GIBSON: I am sure somewhere 
you say there are times when moral suasion should be 
used or could be used. But you know your brief and 
if you did not say it that is not the case. 


THE CHAIRMAN: I thought I saw it some place. 
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MR. BRYDEN: I think on page 97 we start a 
discussion of persuasion and discussion. We made the 
point that discussions take place with the chartered 
bankers at fairly regular intervals with money market 
dealers and others of the financial community from 
time to time, that some of these were initiated by 
the banks and some by interested groups and we feel 
that discussions of this sort and a free exchange of 
views cannot help but be constructive and build con- 
fidence each in the other. | 

Then, paragraph 6.35 relates our own special 
instance where we have had that type of discussion. 

We refer to the war time period. We refer also to 
once having a discussion in 1951 on the subject of 
inflation. We also mention, I think, that conversion 
loan operation. We mention discussions which produced 
eventually the statistics of the purchases and sales 
of the twelve large companies and this is concluded 
by saying that these meetings and discussions were 
an effective means of communication and we believed 
useful at the time and in the context of events, and 
that they should continue to be contemplated when 
matters of importance arise and we believe that they 
are most effective when conducted without any undue 
publicity. I am having a little problem with this 
persuasion thing here. 

THE CHATRMAN: I think the expression must 
have been in the Investment Dealers brief. 

COMMISSIONER GIBSON: Possibly. You were 


talking about this question of moral suasion and you 
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seemed to think that there were circumstances when 
you should use this approach and you qualified it by 
Saying that people should not be asked to do anything 
against their interests. This is the problem that 
bothers me, that you say that people should not be 
asked to do anything against their interests and then 
Say this should be continued. 

MR. HOLMES: I think it means we should 
be free to use it. 

MR. POYNTZ: I think on the question of 
semantics Mr. Gibson is right, that if there is need 
for persuasion you are going against somebody's 
judgment, some preconceived judgment, anyway. 

MR. RIEDER: On the other hand, there 
Will be times when what is good for the country is 
good for us as an industry and perhaps we nave tO 
be persuaded to that effect. 

COMMISSIONER GIBSON: It is taking a longer 
view than you otherwise would have taken. 

THE CHAIRMAN: It is in the general public 
interest which might at the moment conflict with your 
interest but your interest is in the long run involved 
with the public's. 

MR. POYNTZ: Yes, and the question of the 
persuasion involves communication. At the same time 
the communication might alter the judgment of those 
you are trying to persuade. 

THE CHAIRMAN: That is what you are doing 


every day when people are buying your insurance. 


vars NS ot ui 
I ‘f } — ry , a. : ? 
| ib At % ig 
ann Mi Ni 
i 


ae ie: @ eRe | aa ae au : 
.~ a en ge ae Hk wek ¢ si; + ty 7) re ge s hee oe PS ga Ce nee oe 
aa e isd cesantenioate ouaw onal 2 vo ake i909 ‘bome 
| yo iF ye ” oe: ae ray ot 
oe a Py be Pet sup HOt ‘ons hoards ft re] wekonuat 


anbadyas Ge ee anes’ oo don pluode. Pere “ted er a 


"Wade meldorg ent at ‘eter - etestedat: “tedd dontess 


We ad ‘heb bivore efqoso ‘todd Ysa “HOY tedd 9m arsritod | ~ 


a neds bois aves teint extents Jentess Botddyes ob. ot pesles 

u] ; pyar) .beuntinos ed biveda aids vse 

+ “plwore- ew ensem df xintnd I :@aMIOH . ae 

7 " , ; | i tt oar od est? od 

; to solsasup edt no xanidd I “:NTHYO4 FIM - 

| been at svodd tt tant wtdats at noedid .aM eottasmes 

a: a? cbodemoe Jeti sas gn tox aN s MOV, no feaueteq tot 

| -USWVOS doemabut bavisorioosi¢ emoe , tremgbut 

"6 | 

4 eters .baed tedtdo edt 90 <sAaCHIA .AM 

| et wrsaves add <ot boo, et csedw nedw eoemit ed Iftw |e! 
Yess od ved ew acedteg ban vadeubes a8 88 ay rot boog |e! 
act | .dostie dend of Bebauersg sa | TM 
: egno! 8 aide? al Jt :woedt| AMMOTZeTMMOD | at 


-osved eved bluow satwredso voy asdd wetv |! 


of idua Ieveneg edt nt at dt “SWAMATAHD HT | os 


LOY ddiw tokftsoo tnemom edd ds trigitm dofdw teetodat jes 


4 hbeviovat avy pool sad ot ek sesrodnt NOY tjud teexstat Ss 


A ; 
: ei | | @okfdue oft détw |e : 
a ‘ . ; | ; 
x | adt to notdasup edd bas .eeY sSTUYOU .AM ag 
ye 


amtd omse oft tA .notdsotaummos aevfownt notasvarsa 


F 
F | seodt to daamabut oft sedis dtoiatm sotisotaummoo end 
2 | -ebauareq od gntyrt ss vox 


‘gntob s%%8 vy deanw et + eA? :WAMATAHD BHT ‘sa 


. sonprisestt TOY aniwid ers elqoed nedw ysb yreve yes 


Nethercut &é Young a 2610 - 


Terente, Ontario 


MR. HOLMES: It is all for their own good, 
though. 

MR. BRYDEN: That is what is known as using 
the close. 

COMMISSIONER GIBSON: This same basic problem 
in the long run versus the short run comes up in your 
discussion of objectives. In the long run what you 
Say is right, that these various objectives are not 
really comparable but the long Yun does not mean 
very much in terms of real savings and when the actual 
day to day decisions are made they are frequently in 
conflict, not always. You are not sure whether they 
are or whether they are not, but there is very often 
considerable doubt. With this in mind I would be 
very interested to know where you would put the 
emphasis on these various objectives. For swetanke! 
at any given time, assuming there is some unemployment 
and we are not in a strong business situation and 
regardless of running a deficit, should the deficit 
be increased. These are the actual kind of decisions 
you come up against day by day and these are decisions 
that determine how you get your balance in these matters. 
I wonder if you would care to comment more directly 
on this problem. 

MR. BRYDEN: Well, it is awfully difficult 
to make direct comments until you are actually faced 
with the responsibility of making the decision. It 
is awfully easy to have views from the outside. Again 


it seems to me that particularly those two objectives 
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we have been talking about, there are times when one 
Should be uppermost and there are other times when the 
other one should be uppermost. You cited a situation 
where we have some degree of unemployment, not a very 
robust business situation, et cetera. It is the point 
at which you would try, it seems to me, to bring the 
whole arsenal of weapons to avoid or cushion the recession. 
Each recession is different. Your policy at that point 
is probably going to be your best judgment as to what 
is going to improve the situation. 
As that starts to head out, then I think at 
price 
some point/stability becomes uppermost and again you have 
tO pull in as many weapons as you can and give careful 
emphasis to the maintenance of price stability. At 
some point we cut down again and I sort of visualize 
this as a veering towards these two sort of parallel 
objectives, if you will, and the decisions are difficult. 
COMMISSIONER GIBSON: Let us put it more 
specifically. Supposing in the process of taking out 
the arsenal, or if you reached a point where business 
is very good and that this involves running deficits 
Which concern the buyers of bonds and maybe even 


foreigners about our currency, then what do you do? 
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In the short run, as we all know, these things can be 
very much in conflict. 

MR. BRYDEN: I think that you have to do 
your best to operate your way through these imbalanced 
situations. You are not always going to be able to 
do it without getting hurt because it does seem that 
at times you get into a position where you have 
expectations, or have had them, or you have got a 
standard of living which you cannot maintain from your 
own resources. True, you hit these down periods such 
as £ think we are in now, for example. I am not sure 
at ali that we can get back into balance without some 
stresses and strains at least in warious areas of the 
economy . I think you have to take them in order to 
once again get yourself a little more on side, if you 
Will, with your balance of payments. You Sura tnit 
have to take what steps you can to improve your un- 
employment situation. Inflation is rarely a problem 
at the point at which you have unused plant capacity, 
but as soon as your situation starts to tighten up 
I think your emphasis have to shift over to the other 
end. of it. 

The perverse portion of it is that under- 
lying the whole thing is the matter of confidence 
on the part of investors and others; confidence that 
the situation is in balance. I think that that 
confidence sort of declined within recent months 
for what you could consider fairly obvious reasons 
looking back at this point. As soan as you have any 


erosion of confidence, I do not think the reactions of 
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other individuals, particularly foreigners, to our 
situation follows the normal pattern. There is a sort 
of scare element enters into it, and that could reasonabl 
well be part of the reason why we at the moment do not 
appear to be as attractive to foreign capital as we 
have been. 
I think that is all a portion of the lack 
in confidence on the part of foreigners, as far as 
we are concerned, and it is leading to very significant 
problems; problems which we are going to have to face 
to once more get ourselves back in the position where 
we are relying on our own efforts, because I think it 
is true that no other countris in the world owe usa 
living. We have to make our living for ourselves. 
MR. HOLMES: I do not know anything about 
these finer elements of adjustment from time to time, 
but F should like to say that very definitely I do 
not think a solution to our problems comes from no 
continuing government deficit, or can come from a 
continued government deficit. If you have unemployment 
problems or problems relating to stability of currency 
and you cannot see your way clear to rid yourself of 
continuing governments you are in trouble continually. 
COMMISSIONER GIBSON: In other words, you 
put high priority on the value of the currency? 
MR. HOLMES: I put quite high priority 
on the value of the currency, and I do not think that 
other problem is solved by definite inflationary policies 
COMMISSIONER BROWN: You have doubt as to 


the efficacy of monetary policy? 
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MR. HOLMES: We have had inflation really 


tor about 30 years and we now end up with a fairly high 
degree of unemployment. 

THE CHAIRMAN: Yes, but during a great 
part of that time we had a reasonable high degree 
of employment. 

MR. HOLMES: Yes, but what is the solution; 
another 30 years of inflation? 

COMMISSIONER BROWN: This gets back to the 
point that you have no confidence in monetary policy 
as an instrument? 

MR. HOLMES: Well, no, I would not say that, 
but I think you have got to get very much nearer to 
a balanced budget before you can adjust back and forth. 
You are in a position now where every time you try to 
cure unemployment or lowered business you just add to 
the deficit. 

COMMISSIONER BROWN: Pytting it this other 
Way, you have greater confidence in monetary policy 
to slow things down than its effectiveness in making 
things better? 

MR. HOLMES: No, I would not say that, 
either, but you are in a position now where you have 
not any leeway; you can only move one way. 

MR. BRYDEN: I think, Mr. Chairman, that 
monetary policy is a flexible instrument; it is of 
general application; it is extremely useful, but it 
is not a wonder cure for everything because to me 
monetary policy cannot make up for too many unbalanced 


budgets; too burdensome or inequitable taxation. It 


T 
A 7 7 @ 
oo * gq) 


fod 
~ 


(sen orden ssa oved a 


: a. ss a : 
el o% sii aaa 


yea x O2 Ta ASecte: Denrron ae bt cl deasra 


a ~ 
—_ au 


= 


a roe ; 


mia a 


= 


7 ~ 
i oe 


| a - daomyo femom to sstzeb | 
, | snes Foor s gataub dud rv: ae : MANATARO ET 74a aes’ an? Ie 
§ | beat dad ‘eldsnoaset eg bed ow emt? arts 40 Sy I. 
a | .tnemrgorans to la ; 
ie rmottuloe edd ei Jerw dud .2e¥ :2@HMIOH .sM 7 - 
aes ti notte ltaL ‘to arsey 08 sedsors \ 
i edd ot woad ave ai oT > WWOne AMO T2ETMMOD ag , “a 
¢ eS ottod wresenom nt sonebttmeo on ‘svad soY tan? dntoq ba ty) 
| tinemurdent as os c " 
. wield yee ton birow I Of lew '; BEMION mez na ist ay 
OF teveen Noum yrev $42 ot Jog sve voy wartetd x Sud Le 
| .ddarot bas jo8d JesLbs mmo yoy sxo'lsd Jegbud beorsiad s M 
od yas voy omy Ureve otedw wor eekétens: s at ete soY ben 
ot bbs gevt voy seenteud berawol zo jnemyolquenu exo a1 
.dtoMieb odd |, 
aoddo atid dt antddy% :MWOHE ABMOTeZTMMOD - 
yoritog vredecom nt gorebrtnos rsdeer9 eved LOY Usw a 
idee at asenevitosttse att neds mwob esntdd wole os log 
Sradded gantdd lis 
edd vse don bluow I .od :2HMIOH .AM lee 
saver cab aienw wort nord taog a nt ors yoy dud .~sidte 5c 
-Ysw ano evom mee {Bo YOY -ysweel vas tod Tae 
deat .demrield .1M wteatdd T . warayste A [ 
%o ef St da Sit sade etaieaee g ef gotloag vx atenom re 


+f aed Glia tismeedee |r oi inordeokians Igrensx 
en Od sausgoad anindyreve tot exo sebaow s pe at 
beontsisday ynam oot x07 qu sslan doarnse qotlog wissenom 


oH $I .notsexsd oldsdiupent LO emo enebrud ood \ereaees - 


ae 


; Pealion Cragin. To 


Sn Fa) a ae 


at ; 
7 wa SAS y sal i 


= 


Nethercut & Young is 2615 in 


Terente, Ontaric 


cannot make up for specualtive excesses that may appear 
4 
in various areas from time to time, and it cannot make 


5 
up for any failure in relation to regional distripution 
of resources or qualitative use of credit. It eperubes 
best within a situation where your fiscal policy measures 
and your economic policy generally are all co-ordinated 
and gunned toward ioe uae objective. Onee that 
Situation exists then I think monetary policy is a balanc 
Snes if you will, within that context, but it cannot 
make up for deficiencies in other policies. 

COMMISSIONER BROWN: What I was trying to 
get at was that Mr. Holmes's opinion of the current 
situation is apparently one that cannot be resolved, 
or at least he does not think the unemployment situation 
can be resolved by monetary and fiscal policies. 

MR. HOLMES: No, I do not quite agree when 
you say monetary and fiscal policies. It certainly 
cannot be resolved by monetary policies at the present. 

COMMISSIONER BROWN: Well, what sort of 
fiseal policies would you think should go into effect 
to resolve the unerployment situation? 

MR. HOLMES: Well, I think you have in one 
way or another to reduce your government deficits so 
that you are in a position to use policies to encourage 
business improvement, or to cool it off. 

COMMISSIONER BROWN: Your thought is that 
you have got yourself strapped into a situation where 


the first move is to re-establish confidence? 


MR. HOLMES: I think you have to move in 
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some way to re-establish a balance. You must have contro 
of the situation. 

COMMISSIONER BROWN: Have you any comment 
to make about that, Mr. Bryden? 

MR. BRYDEN: As to what we should do 
currently? 

COMMISSIONER BROWN: Yes, all right, what 
Should we do currently? 

MR. McCARTHY: I would think, Mr. Brown, 
if there is a man in this country that can give you 
an answer to that question he has énip ac duty to come 
forward and tell us about it. 

COMMISSIONER BROWN: I am trying to find 
out. 

COMMISSIONER LEMAN: I would like to ask 
a couple of questions in respect to the pension fund 
area and segregated fund area. 

Basically would you say that the nat dateeéron 
of this segregated fund legislation would mean that 
insurance companies are pretty well being used as 
administrators of the investment management for the 
fund much like a trust company would be? That is about 
3), .LS. 552% 

MR. TUCK: We still must issue insurance 
contracts. 

COMMISSIONER LEMAN: Must there be an 
insurance element connected with it? 

MR. LEMMON: There must be, yes. 

COMMISSIONER LEMAN: But the insurance 


element is not an important one in that case? I under- 


ns sheet) | Seer yc 
-~ ae ee ee 

coke 

A 34 \ 


aungns Xai Suid Pqeesks ovis aug ge zest BS he 
veomne ever taum woY .sonsled s dat dste-sr ot Yaw 


i 


m jonneo 2% One ,omtt of saftt govt . atone axle be? 
| ‘notdauste 2. oe 


r 


PO? Five ForSs i : oe u ri ot. vs TOY qu 
| Saremmoo une HOV pe sUWOA ‘aMOTeeTIMIOD | 


Saebor Mt dad tod ‘eslset i 
| ob bivode rth Fs a MEY AE ™_ 
| . | oyltnerie 


Sedw .defatr [fe .esY :MWOAa AAMOTZ2IMMOD 


aed 


Seidman op ow bLyo de 


‘ Sua se olards ‘pluow I :YHTHADOM .AM | 

ae big winks MBO dens roneas etdd ria ef Sant s et arent +t “a 
G antos ot whe net dide art ori pool oleh $eq3 od tewans 8 iw 7 
7 | ,3t duods ex [fed bas brewtot 

ca batt of aityrd ms I :MWORE AAWMOTLSTMMOD , 
a | a | . tO 
1m sles od etl bluow I WAM AAVOTL2T MMOD 

ee paw ro tnsing edt od Selhuiglason at anottesup ‘to ae we 8 
- sete baw? bedegetgea bis sexs | 
| |nosvoubortnt efd gedit yea voy bluow ulisotesd an 
“am 7 
er tacts neem bilyow notisletgel past pedasetsee atdd to - 


fs 


as het anited [flow bladed ers zetnsqmos sonesirvent 


ent to Siwiaibis ootiae Soomdeovat ads sae) erod sttetatmbs 
i Fie i ak tecdT Sed pbiluow uni Beno © gaurt s enti doum bat 
| a | (sgt at tt 
| sonsivent sueaek Jaum Iitde ew :NOUT .AM 
_adostdnoo 
ne od exedd geuM “MAME SIUOTSETMMOD 
Sot ddtw hetoennion tnemels sonsiwant 
eoy .od deum ovedT : HOMME . aM iF ge 
Ks sonswant ond tue :VMAMS.T SHMOTeRTMMOD ; 


a ¥eeso dedd af sao snadroamt is . 
i> DV Ne: 


Nethercut & Young - 2617 — 


Terente ij Ontaric 


stood yesterday during the brief reference we had to thes 
funds that this was a case where your investment policies 
would be, shall I call it, much more liberal than with 
regard to your insurance reserves. What is the insuranc 
element with regard to these segregated funds? 

MR. TUCK: Mr. Leman, the statute refers to 
two kinds of life insurance, using that in the broad 
sense of the term, under which the segregated fund 
technique could be applied. One is equities and 
the second is insurance providing for the establishment 
of accumulation and payments for certain things, but 
the word "insurance" precedes all these other things, 
so that our understanding is that companies must include 
in their contracts that are backed up by these segregated 
funds some form of insurance such as a guarantee of the 
mortality rate on the annuities that emerge or a 
guarantee of the annuity rates themselves. The thing 
that is flexible in the segregated funds is the invest- 
ment that can be used to back it up. That is the 
essential difference from the segregated funds and 
our guarantee business. The quantitative restrictions 
do not apply, nor do the real estate restrictions. 

COMMISSIONER LEMAN: Would the act prohibit 
you now from acting just like say a trustee in managing 
a pension fund? 

MR. TUCK: We cannot be a bare trustee. 

COMMISSIONER LEMAN: I wonder if the trustee- 
Ship element is absolutely essential. If a corporation 


went to you tomorrow and said: we would like to organize 
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a pension fund for our employees to which we will. con- 
tribute and to which the employees. will contribute and 
you are going to manage it for us and make the investment 
for us, would you. necessarily be a trustee unless the 
instrument creating it makes you a trustee? 

MR. TUCK:, We would not be a trustee. We 
would be held pursuant to the contract to relations 
between parties to an ordinary contract. 

COMMISSIONER LEMAN: You could do that? 
There is nothing in the law that prevents you from 
doing that? 
MR. TUCK: That is how we would do it. 
We cannot get ourselves in the position of being a 
trustee in the legal sense of that word. 

COMMISSIONER LEMAN:..This is not a business 
that has been entered into by insurance companies, is it? 

MR. TUCK: Well, the machinery for using 
these segregated funds was only inserted in the Hee 
a couple of years ago -- less than that, a year ago 
March. 

MR. RIEDER: We could do what you suggest, 

I understand, but we would also have to guarantee some 
annuity rates to be used with that money at retirement 
age and that is where the mortality element or insurance 
element comes in. A trust company cannot do that. 

COMMISSIONER BROWN: You do not guarantee 
what the fund is going to amount to at age 7O but you 
guarantee what annuity you will provide for each dollar 


that is then available, is that the point? 
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MR. BRYDEN: That is tne point. In fact, 
in respect to pension plans we offer the facility of 
the investment of some portion of the plan in equities. 
We do not guarantee in any shape or form what that 
equity portion will amount to. We do, however, guarante 
reconversion, if you will, from the equity into actual 
annuities at specific rates. 

COMMISSIONER BROWN: Even though the doctors 
come up with something so that people can live for 150 
years, you guarantee this? 

MR. BRYDENs It is guaranteed as of now. 

We would be sorry if that happened. 

MR. LEMMON: Individually or collectively? 

MR. BRYDEN: I could not care less. 

MR. RIEDER: We have both sides, of that; 
we have the insurance and annuities. 

COMMISSIONER BROWN: I expected somebody to 
bring that up. 

COMMISSIONER LEMAN: In relation to this 
you refer to the government pension scheme and you 
express some concern about the level at which the 
universal pension has reached. We will talk about it 
some more. How would you measure what is the proper 
point at which this ought to stop? 

MR. BRYDEN: Mr. Holmes would you like to 
talk about that second debt position? 

| MR. HOLMES: I think the level is determined 
by what you are prepared to pay for it without taxing 


yourself so heavily that you affect your growth and the 
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growth of the business. I think that is the level 
at which you can pay for social services. 

I think also you have to be sure you know 
that you are paying for them. That is one objection 
we have to the second debt type of loans in the 
United States, because they are promising things that 
they are not at the moment paying for. 

COMMISSIONER LEMAN: They are not funding 
their liability; their calculated liability? 

MR. HOLMES: It is calculated on a funded 
basis but without funding. 

MR. POYNTZ: It is a cross subsidy from one 
generation to another. 

COMMISSIONER LEMAN: Is it basically your 
philosophy here that these things should be funded 
as they go along? 3 

MR. HOLMES: Our own basis in this country 
is quite a sound basis. We pay for it, practically 
Speaking, aS we go along. So, if you make $65 a month 
and can pay for it, that is 0O.K. You know at once 
whether you can pay for it or not. At the moment 
we are not paying for it one way or another, and that 
is a cinch, but we know what it is and we know what 
we should pay for it. If we can pay for it, that 
is fine. 

We approve of the basis used in Canada 
for old age security. 

COMMISSIONER LEMAN: I do not see in what 


sense in Canada the old age pension is being particularly 
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sound, in the sense that it is not funded, is 1b? 
Ei i 

MR. HOLMES: No, I. ‘a0 not ehitrite: the govern- 
ment can fund a Scheme, and that is the ect mie 
of nee lof.a funded scheme for government: policies. 
They cannot do a and never have done he 

In respect to the anextean sehente there 
originally was a great debate is: to" whether it ought 
to be funded or not. Finally what solved ‘that, question 
was that if they funded it on the original babies it 
would have been far more than the debt. in the —— 
States. They decided not to relat tbe and: to use it 
as a pay as you go scheme, but it: was’ an a Anpeéperty 
devised scheme for a pay as you go. scheme ‘begiiuae it 
was not universal and did not go to people ofall ages. 
The result is that at first all they had were contri- 
butions with nobody uae from the fund. } Tt has 
gone on and is still very largely in that “category. 
That is, the people paying for the fund are’ ‘not paying 
for what they are promised! in the way vot penetite, 

COMMISSIONER BROWN: Well, ag we. ‘200% at 
these various plans and schemes, especially the ones 
operated in the private aad bee you seem se imply that 
pension funds et cetera are soma oe the economy. 
Probably cee bed reeeney enécurage savings.” I suppose 
that would make them good tor ue economy; but when 
you look at the investment side of thesk maneed plans, 
the type of investments that they have attracted to 


date -- those: that are in the class of what. we Jeall 


trustee investment plans -- in what sense do you think 
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they are so beneficial to the economy if they do not 
introduce people into risk ventures and that sort of 
thing? 

“MR. HOLMES: Well, there are others. I 
do not feel at all that a loan type of investment is 
not in the public interest. Without the loan type 
of investment you would not have the savings of 
individuals at all. I mean, they would not be able 
to own their own homes unless there was loanable money, 
because they do not have that much money at one time. 
I do not look at the risk type of investment as being 
superior to the loan type of investment. it is’ the 
balance that you want. There are certain people that 
want to take a risk but they want to borrow the money 
from somebody else to carry it through. There are 
risk takers who have become millionaires Jed the war 
borrowing life insurance company money, but who built 
the houses, the risk taker or the companies? I do not 
know. T do not think there is one section of capital 


that is definitely more superior to another. 
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COMMISSIONER LEMAN: What is important is 
what areas does the capital go to, whether in the form 
of loans or equities and distinguishing between loans 
or equities or distinguishing between the areas in 
which the funds are invested. 

MR. HOLMES: It gets into practically 
all areas in the country, I would think, through life 
insurance companies. It gets into mortgages, both 
industrial and residential. It gets into corporate 
bonds and it gets into every area, into the development 
of the country. 

COMMISSIONER LEMAN;: Well, we reviewed 
yesterday the restrictions on the investment powers, 
and there are restrictions on investment povwrs of 
trustees in the places where there is trustee legislatio 
and they are of a restricted character. Are they not 
a little bit of this rigidity? 

MR. BRYDEN: Don't we have to think, at 
least partly, in terms of why these particular funds 
exist. After all, they are savings by people who 
are members of the plan with a view to having a pension 
at the point at which they retire. 

Now, to a very great measure the money 
that goes in is a somewhat involuntary saving, if you 
will, in the sense that if you are a member there is 
a certain prescribed contribution that you must make, 
that they do produce rather large pools of private 
capital which is available for use in the capital 
market and through it for the javeaannae: of the 


country, but the primary duty of these particular pools 
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is to produce at the retirement period that pension. 

Now, to what extent you could expect pools 
of that kind and with that end purpose in view to be 
invested in very new and high risk enterprises is 
an open question. The mortality in that particular 
field of investment is high and it requires a fair 
amount of money per investment to get into it even now. 

I suppose that if you had 30 ventures, new 
business ventures, if you had two that really turned 
out, that might be as much as you might expect. You 
would probably have another group which just didn't 
make it and that is why diversification of risk within 
that area is important, but I do think it is pretty 
debateable to what extent pension fund monies as such 
should be used for that purpose. 

There are other monies available -- not 
in pension funds -- and which can be used in moderation 
for that purpose. There also is money in the country 
that you know of that is constantly on the lookout 
for the financing of new business ventures. From my 
experience, some of that exists but doesn't seem to 
be being used. 

COMMISSIONER LEMAN: Well, why would you 
think that is? 

MR. BRYDEN: I guess that there are not 
enough new business ventures which the managers of that 
particular capital think sufficiently attractive to 
finance. 

COMMISSIONER LEMAN: And yet we have the 


I.D.B. created and we have had requests from various 
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development banking has satisfied some measure of 
it, but how you get to the point that you can satisfy 
all, I don't know. 

MR. POYNTZ: I don't believe you can make 
a good case for filling up the gap that exists because 
of the riskiness of a venture with a man's pension 
fund money. 

MR. HOLMES: It must offer a credit if 
your pension fund money is used. That doesn't say 
that you can't take considerable risk providing the 
return on successful ventures is sufficient to pay 
for the risk on the unsuccessful ones. 

Whether life insurance companies aré— 
entirely suitable for that sort of operation is véry 
questionable, although we are venturing into some 
of what was described this morning. I think we are 
sympathetic to trying to get into that, but it is 
a different type of organization because the risk 
venture usually depends so muchmthe personality and 
the ability of the one man who is operating it and 
it is a difficult thing for an organization to assess 
the ability of the man. 

THE CHATRMAN: Thank you very much gentlemen 
you made a very valuable contribution to our studies 
in the field that has been assigned to us, and we 
thank you very much. 

It may be that in the next few weeks the 
staff may be in touch with you for further information 
if there is anything that occurs to us. 


MR, BRYDEN: We shall be most happy to 
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co-operate in any way we can. 


8.45 tomorrow morning, when we shall hear the submission 


of the Investment Dealers! Association. 
have not had very much to say at this meeting, but 
some of my colleagues have, and if we have been of 


assistance to you in your job we are more than happy. 


--- Adjournment at 12.35 P.M. 
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THE CHATRMAN: We will now adjourn until 


MR. RIEDER: Mr. Chairman, I personally 
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SECTION 1 
INTRODUCTION 
bel The Canadian Life Insurance Officers 


Association 4g a voluntary organisation consisting of 
100 companies in the life insurmce busine ml in Canada. 
These companies had $50 billion of life insurance in 
force in Canada in 1961. This represents 99 per cent 
of the total life insurance (excluding peaveerns benefit 
insurance) owned by nearly 9 million Gauadtaag: The life 
insurance. companies ha ve more than $85 billion invested 
in Canada on behalf of thelr policyholders and they 
are currently.investing or reinvesting about $12 billion 
each year, 
1,2 The terms of reference of the Royal Commiasion 
on Banking and Finance are to; | 
"enquire into and report upon the structure 
and methods of operatjon of the Canadian 
financial system, including the banking and 
monetary system and the institutions and 
processes involved in the flow of funds 
through the capital market." 
The 1jfe insurance companies are keenly interested in the 
Commission's deliberations and studies. They believe 
that a review of Canada's financial system is important 
and timely aad hope that the information and views set 
forth in this submission will prove to be a constructive 
contribution ta this revjew. 
1,3 ; The Association provides a forum for the 


examim tion of consideration of probiems common +9 the 
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industry. It operates only by making recommendations 

' to its member compantiesvwhichothey are free to accept 

- or reject. A list. of member companies.of. this 
Association. is appended together with the names of. the 
members of the Special Committee responsible for the 
preparation of the submission. 
1.4 Life Insurance do tarts in Canada by 
companies registered eae federal insurance laws, 
by additional companies operating under provincial 
charters without federal registry, and by fraternal 
benefit societies... This submission relates only to the 
life insurance companies. Statistics on the operations 
of provincial companies are not as readily available as 


on federally-registered companies but are included. 


wherever possible. 
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SECTION 2 
SUMMARY AND OBSERVATIONS 
- 201 At the end of 1960, more than 84 million 


Canadians owned $47 billion of life insurance. This 
represented an average of $10,400 per household. 
Canadians also had in force with the life insurance 
~companies more than 649,000 annuity certificates providing 
for present and future annual payments of $736 million 
a year. In addition, 5 million Canadians had some 
form of health insurance coverage provided by life 
‘insurance companies. (Paras, 3.15-3.28) 
* Be Life insurance was provided in Canada by 121 
life insurance companies at the end of 1960. The number 
had expanded by more than 50 per cent in the preceding 
25 years. Ninety-nine of these companies were 
“ registered with the federal Department of Insurance and 
22 with provincial Departments only. Of the lel companies, 
58 were classified as Canadian while 63 were of external 
origin. Of the 58 Canadian companies, 20 were mutual, 
5 were in the process of becoming mutual and 53 were 
companies with share capital. (Paras. 3.1-3.9) 
ae} The ‘controlling stock interest “‘in’l2e of the 
58 Canadian companies lies outside Canada. In the case 
of 7 of these, control has passed out of Canada since 
1954. PYbuAEsiCn to mutualize, that is to purchase their 
own shares, granted to stock companies in 1957, may have 
prevented further acquisitions of this kind. The 
Commission might consider, however, whether the 
prohibition in the Insurance Acts against the investing 


of Canadian life insurance funds in the shares of another 
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Ashe 


“¢ Pedconpiar may not -have militated against the 

* retention of ownership of Canadian life insurance 
companies in Canada. (Paras ,o3,10-3.14) 
2.4 Fourteen ‘of the Canadian companies do 
business outside dof Canada. The $13 billion of “bhife 
insurance these companies have in force abroad equals 

» 4@cper cent of their total business. Of this business 
outside of Canada,70 per cent: is on the lives of 
policyholders in the United States, 16 per cent on persons 
in the British Isles, 2 per cent on Asians, 6 per cent 
on Africans and 6 per cent on persons in the Caribbean 

+ area and Latin America. Non-resident companies doing 
business here have about $14 billion of life insurance 
in ferce on Canadians. (Paras. (3.3 and°3.4) 
aus The life insurance industry has been one of 
the prime financial intermediaries:in the Canadian 
financial system for more than 100 years. In recent 

* years saving through life insurance has averaged about 
1.7 per cent of disposable personal income and has 
amounted to more than 25 per cent of the personal saving 
of Canadians. Experience has shown that in periods 
relatively free of extraordinary economic or financial 

- events, annual changes in insurance saving tend to more 
~ closely with changes in disposable personal income. 
Prolonged economic decline, however, has a relatively 
heavier impact on this form of saving than on disposable 
personal income while in periods of rapid inflation, 
‘with income rising, the increase in life insurance 
saving tends to respond more slowly. (Paras. 4.1-4.8) 


2.6 The regular methodical purchase of level- 
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premium plans of life insurance is the basis for the 

- accumulation of funds in the companies. Level-premium 
plans require the accumulation of a reserve during 
their early years to meet the rising level of claims 
that will occur during the later years. Although there 
has been in recent years a great growth in group 
insurance, which is vee always term insurance, and 
a rising proportion of term insurance in the sale of 
individual policies, the purchase of level premium 
"ybermanent" plans has increased in absolute amounts. 

In aadpeién; an increasing proportion of saving has 
been done in the form of annuities. (Paras. 3.33-3.40) 
ae The federal and provincial governments have 
shared responsibility for supervision of the insurance 
business in Canada since 1868. Briefly, for federally- 

registered companies the federal Department of Insurance 
concerns itself with the solvency of insurers and the 
provincial Departments with the regulations of the 
business. For some provincial companies provincial 
Departments assume both responsibilities. By and 
large, insurance legislation and government regulation 
have been waTbrbeviee 1rd and well administered in 
Canada. As new forms of investments, new types of 
policies and new problems have developed, amendments 

- to the legislation have been sought and many have 
been enacted. (Paras. 3.44-3.47) 
2.8 Saving through life insurance had resulted 
in the gradual accumulation of more than $8.2 billion 
in assets held on behalf of Canadian policyholders 


and annuitants at the end of 1960. In addition, assets 
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relating to the life companies' health insurance 
business amounted to about $80 million. The assets 
held outside of Canada by Canadian companies on behalf 
of their external business amounted to $2.8 billion. 
At the same time assets held in Canada by non-resident 


companies for the protection of Canadian policyholders 


amounted to $2.3 billion. (Paras. 3.41-3.42; 
: 423-425) 
2.9 These assets conform to the provisions of the 


Insurance Acts. Within the framework there exists ample 


\ 


room for a significant exercise of judgment by individua 


* gompanies in the .conduct of .their investment operations 


1e 


and ample room for the life insurance industry to employ 
its funds through wide.diversification, both as.to 
category of asset and geographical area, for the 
financing of development within the Canadian economy. 
(Para.,4.14) 

ete LO The Insurance Acts define certain. broad 
categories of investment within which life insurance 
funds may be placed and impose certain additional 
limitations within some categories. They also define 
certain investments which are prohibited. The recogni- 
tion of the trustee nature of these funds, these 
restrictions. have as their main objective. the avoidance 
of. undue risk,, the limitation of concentration of economic 
power through stock ownership and the prohibition of 
loans. to. directors,officers or, their families either 
directly or through corporations. they control. . The 
companies are allowed to have a maximum of 5 per cent 


of their assets that do not meet the specific 
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eligibility tests in the Acts. Amendments made in 
1961 allow the setting up of segregated funds for 
policies the reserves on which vary in amount depending 
on the market value of the assets. In such funds the 
quantitative limitations on common stock or real estate 
investment do not apply but the limitation on non- 
-Specified investments is retained. (Paras. 4.9-4.17) 
re During discussions with the federal authoritie 
prior to the legislative amendments in 1961, two major 
changes were suggested but not adopted. The first 
concerns ‘some relaxation in the 15”per’ cent-Limit on 
common stocks and the second a change in the year-end 
valuation standard. With regard to the first the 
companies felt that although they currently held much 
less-than 15 per cent of their’assets in common stocks, 
under appropriate market conditions the present limit 
might be too restrictive. The pointed out that some 
of the non-resident companies are even now finding 
the limit restrictive. With regard to the valuation 
standard it was suggested that amortized values be 
extended. to municipal securities in Canada, the United 
States and the United Kingdom and that for ebuaérata 
securities and shares the average of three most 
recent year-end market values be used. (Paras. 4.18-4.20) 
2512 The introduction of the segregated fund 
provisions answered much of the problem bPe seabed by 
the 15 per cent common stock limit as far as the 
Canadian companies were concerned. The suggestion put 
forward regarding the valuation standard was not a 


unanimous view. The great majority of the companies 
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felt that some further relief from the constraints 

of year-end market valuation was desirable since any 
sharp ied in db? an caeailn shift in market values that 
resulted in a substantial encroachment on surplus 
funds tended to produce inequities in the stemndeen a2 

of surplus distribution and led to unwarranted conclusions 
regarding surplus depletion. On the other hand there is 
a view that the use of a market value basis is more 
conducive of an active market policy. The Commission 
may wish to consider this question in the content of 

tHe capital market generally and particularly the market 
for common stocks. (Paras. 4,.20-4.22) 

ers The investment operations of the insurance 
companies play a very important role in supplying 

the capital needs of the’ Canadian economy. For 

example, in agel thé companies! lending approvals for 
residential mortgage loans of $600 million constituted 
44 per cent of all approvals for such loans; ena 
approvals of $141 million for non-residential mortgages 
comprised 47 per cent of all institutional approvals; 
net purchases by the life companies of provincial 

bonds of $132 million amounted to 14 per cent of all 

net new issues; net purchases of municipal bonds of 

$47 million amounted to 18 per cent of all net new 
municipal issues; and net purchases of Lareemmede 

and other bonds of $77 million amounted to 38 per cent 
of all net new issues. However the life companies' 
increase in policy loans of $15 million amounted to 

only 5 per cent of the increase in consumer credit 


outstanding. (Paras. 4.47-4.54) 
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2.14 Life insurance companies can only increase 
their overall investment by the net saving that they 
in addition to the 


are able to attract. However, 


annual increase in assets resulting from the net saving 


flow, the companies have for re-investment funds arising 


from the repayments on existing assets - assets which 
have-either been redeemed or reached maturity - and 
assets which have.been sold. The degree of total 
activity varies significantly as between individual 
companies but it would appear that gross investments 
by all companies is about e2 Kouslaaw ine the net increase 
in assets. This produces a per Preyes on the capital 
market than the annual increase in assets suggests. 
(Paras. 4,32-4.44) 
2ea15 The theory of life insurance investment iis 
based on the nature of the liabilities assumed - 
the commitment to pay claims and benefits as they 
become due and the interest guarantees given on the 
moneys already received and to be received in the future}, 
Life insurance protection must be absolutely reliable. 
(Paras.5.1-5.3) 
2.16 Safety of principal is the first consideration. 
Life insurance funds must be invested in such a way that 
risk of loss is minimized. This is: accomplished by 
careful selection of individual investments as to their 
credit-worthiness, that is, the ability to pay interest 
and to repay principal when due, and by widespread 
diversification of risk through investment in different 
categories of assets and in different geographical 


areas. (Para. 5.4) 
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2,20; The second consideration is the investment 
of funds to yield as large an interest return as possibl 
consistent with the required safety, so that the cost 
of imdwrande to policyholders may be as low as possible. 
For étebs reason, the life insurance companies are 
extremely sensitive to yields obtainable in the capital 
market. (Paras 5.5) 
2028 The diversification of life insurance assets 
held in Canada at the end of 1960 by category of asset 
was as follows: bonds 48.4 per cent, stocks palegen cent, 
mortgages 37.6 per cent, real estate 3.6 per cent, polic 
loans 4.3 per cent and éthen ddwetd 3.0 per cent. These 
of course, are average figures and do not indicate 
the significant degree of deviation in the investment 
policy of individual companies. For example, among 
Canadian companies, bonds accounted for from 97 per cent 
to 26 per cent of invested assets, stocks from 12 per ce Bis 
to nil, mortgages from 64 per cent to nil and real 
estate from 10 per cent to nil. (Paras. 4.25-4.31; 

: 5 A5-5.52) 
2.19 The diversification obtained by geographical 
area diffuses life insurance assets widely throughout 
the economy. Although life insurance companies are national 
concerns and policyholders look to the entire pool of 
assets for their security, the regional distribution 
of assets is quite close to the regional distribution 
of their liabilities. The assets and liabilities will 
change from year to year as assets respond to the avail- 
ability of investments and the liabilities to both new 


business and the aging of existing business. 
(Paras.5.22-5.26) 
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Cae The effect of monetary policy on the invest- 
ment practice of the life insurance companies flows 
essentially from changing interest rate levels and 
relationships. The spectrum of. investment is wide 
and, thus, has many exposures to changing interest 
rates. (Paras. 5.34-5.35) 
ead Life insurance companies are responsive to 
change or expectation of near-term change in interest 
rate levels in at least four ways: (a): the direction 
of the investment flow; (b) the Weviagiee of existing. 
assets; (c). the sleek of cash for in®estment; and 
(d)the oe of forward commitments. 
(Paras..5.36-5.41) 
eyes Most. life insurance companies are desirous 
of assuming a minimum of exchange rate risk in their 
investment operations. In general, the attempt is 
made to match foreign currency assets to foreign 
currency liabilities... In some.countries this is. 
virtually a requirement. Some companies have been 
prepared, however, to accept some exchange risk from 
time- to time. (Paras. 5.42-5.44) 
aeaD There has been a steady upward trend in both 


the gross and net rates of interest earned over. the 


ie Pe 


last 10 years. In varying degrees this has applied 
to all categories of asset. Investment expense @8 
a per cent of assets has decreased. 
(Paras. 5.53-5.55) 
2.24 The distribution of assets by category for. 
Canadian and United States companies is not significantl 


different. Comparison‘with the United Kingdom companies, 
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however, shows that the latter place more emphasis 

on common stocks and real estate and less on mortgages. 

The reason would appear to be three-fold: 
(a) In the United Kingdom there is almost 
. ae lack of hes ed bbien on the 
powers of investment and although at the 
ee rcancnstene exchange securities. are 
usually taken at market values, and other 
assets at cost, the companies' actuaries 
have much more freedom in varying the interest 
rate basis of accumulation for the actuarial 
reserves. 
(b) In the United Kingdom guaranteed cash 
values are not universally available as they 
are on this continent. This allows greater 
freedom in valuation. The practice of 
disbursing dividends in the form of 
reversionary additions to the sum assured 
allows the funds built up for this purpose 
to form a cushion against any temporary 
recession in market values. 
(c) In the United Kingdom mortgages are regarded 
as relatively short-term and yields are not 
so attractive, thus forcing insurance funds 
into equities and real estate. 


(Paras. 5.61-5.62; 
5.69-5,83) 


@,e> The life insurance companies in Canada make 
exhaustive reports to the Superintendents of Insurance 


each year. These are summarized and published by the 
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Superintendents. Companies, of course, present 
statements of their own affairs at annual meetings. 

At least once each year the premium notices or receipts 
of Canadian federally-registered companies must contain 
a statement of the participating policyholders! right 
to attend and to vote in person or by proxy at such 
meetings. (Paras. 3.49-3.50) 

2.26 The life insurance business is a complicated 

. business involving as it does so many forward judgments 
relative to mortality » interest and expense. 
Comparison as between companies requires exhaustive 

and competent analysis. No easy and satisfactory method 
has yet been found to produce a simple index or indices 
for comparative purposes. Comparison of premium levels, 
dividends and cash surrender values for strictly 
comparable policies in different companies affords the 
easiest and best method but even it can only be used 
with some qualification. Strictly comparable policies 
are difficult to find and any comparison of this nature 
- may fail to take into account important policy provision 
Impo¥étant considerations such as service and dividend 
distribution policy lie beyond the scope of mechanistic 
comparison. (Paras. 3.51-3.54) 

2 S27 The Association believes that there is the 
highest need for a unification of monetary, fiscal, 
debt- management and exchange rate policies. When they 
are abesovian dation: each derives strength from the others, 
When no}co-ordinated, no one policy, and particularly 
monetary policy, can in the long run make up for 


shortcomings in the other policies. (Paras.6.5-6.8) 
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2.28 The harmony and co-ordination to be desired 
in financial policy leads to the/ conclusion) that 
government must accept ultimate responsibility for 
monetary policy. The initiation and implementation 
of monetary policy, however, should be the responsibilit 
of the Bank of Canada and it should be accorded wide 
latitude until such time as the views of government 
and the Governor cannot be reconciled, at which time 
government views should be set forth in a directive. 
If the Governor cannot accept such directive, he 
should feel: called upon to resign, thus bringing such 
differences to public attention. Such a brake on any 
possible abuse of the machinery, of credit. creation. for 
political ends is a necessary safeguard. The Associatio 
Suggests that the Bank of Canada Act be amended to make 
this position abundantly clear. (Paras. 6.9-6.11) 
2.29 The Association believes that the Bank of 
Canada should seek to carry out its monetary policy 
by varying the money supply, thus changing interest 
levels and influencing liquidity. In this way the Bank 
Should seek through a responsive capital market to 
augment or dampen the rate of economic growth, contribut 
tozprice stawibity and act as a balance wheel in 
regulating economic progress, (Paras. -6.12-6.13) 
a. 30 The Association believes, however, that there 
is .an important limitation to domestically-initiated 
changes in interest rate levels in the degree to which 
the Canadian capital market is oriented to that of 
United» states. Beyond certain limits, changes in 


interest) rate levels may cause an undesirable flow of 
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short-term funds across the border and affect the balanc 
of payments. (Para. 6.14) 

Bop. The Association believes that if the 

operations of the capital market from time to time 
lead«to distortion or an uneven or undesirable flow of 
funds: to ultimate users and correctives are deemed 

to. be necessary, the problem should be tackled directly 
by government through temporary regulations rather than 
by attempting to bring non-bank financial intermediaries 
under some form of continuing relationship with the 
central bank. (Para. 6.12) 

Ose De The’ Association feels, however, that’ in 
peace-time at least, there is rarely a case for the 
extension of direct controls throughout the economy 

and that they should be considered only as a last resort, 
Excesses of a character that need to be controlled by this 
means are invariably only symptoms of a deep-seated 
maladjustment. They may temporarily alleviate the 
symptoms but do little to cure the disease and it is 

the disease that is important. Direct controls also 
require extensive regulations and enforcement officers 

to curb pressures and evasions. (Paras. 6.22-6.24) 

aE ip Difficulties that may be experienced from 

time to time by certain borrowers or classes of borrowers 
in obtaining funds through the capital market at what 
they may consider to be reasonable interest rates usually 
lead to the suggestion that governmental authority should 
impose, by legislation or otherwise, restrictions whereby 
financial intermediaries would be required to invest a 


certain proportion of their funds in certain categories 
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of investment. The Association believes that such 
Sn aoe are not in the best interest of either 
policyholders or the nation. (Para. 6.25) 
2.34 There never is a time when all borrowing 
"needs" can be met from the accrued and accruing savings 
of the nation. One, of the functions of the capital 
market is to establish priorities. This method may have 
its imperfections but it has never been proven that the 
substitution of government direction for the multitude 
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its aspects and confidence in reasonable stability in 
the level of prices. Lack of confidence can stulify 
the b@st. efforts of monetary management by making the 
market unresponsive to the changes it desires to bring 
about. Confidence is Sierieee by public understanding, 
but the Association feels that statements by the Bank 
of Canada should be confined to considerations of monetary 
policy and its implementation. The Bank, in the 
Association,;s view, should give the fullest public 
explanation of what it has done, should keep its 
emerging views and intent constantly before its 
responsible Minister but other than that it should be 
able to pursue its objectives in reasonable anonymity. 
(Paras. 6.30-6.33) 
Pay | The Association finds it difficult to believe 
that there is any great matter of principle involved 
in the discussion concerning the relative merits of the 
floating re-discount rate and the stated re-discount 
rate. It suggests that the treatment of the rate is 
essentially an operating procedure and that it should 
be possible for the question to be resolved to the 
satisfaction of the central bank, the chartered banks 
and the financial community and removed as a bone 
of contention. To the extent that changes in the re- 
discount rate can be made meaningful in terms of 
Signalling changes in the direction of monetary policy 
so much the better, | (Para. 6.37) 
24358 The maintenance of price stability or the 
avoidance of inflation is not only of prime importance 
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of their policies and the companies! control of 
operating costs on their behalf but also to all citizens 
who are beginning to realize that inflation can wipe 
out their savings’ just as effectively as prolonged 
unemployment. (Paras. 6.38-6.41) 
2.359 The problem of inflation arises from an 
imbalance in our economic affairs. Although it 
manifests itself as a monetary phenomenon in the sense 
of rising prices,its roots lie much deeper, No ready 
cure is available. Just as combatting recession require 
the use of a broad arsenal of weapons, so combatting 
inflation requires an equally broad attack, not only 
on the monetary front, but also in fiscal matters and 
in economic policy generally. (Para. 6.42) 
2.40 The first prevequiseser as a determination 
on the part of government to place reasonable price 
Stability along with a high level of employment and 
income as the two major objectives of public policy. 
The second prerequisite should be’ a willingness to use 
all paths which will advance the economy toward that 
goal. Monetary policy, although in the forefront 
of restraint at these times, needs powerful support 
from fiscal policy and from the public generally. 
(Paras 6.43-6.44) 
2.41 With relation to fiscal policy, the 
Association is concerned about the substantial commit- 
ments that governments have already made in the welfare 
area and with’ suggestions for “further increases.’ The 
proportion of national production used for these 


purposes has risen greatly in the post-war years. 
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In particular, the Association is concerned about 
Suggestions that an additional compulsory pension plan 
Should be added to the present universal, flat benefit 
Old Age Security plan. (Paras. 6.46 and 6.53) 
2,42 The present Old Age Security plan was 
established in 1952 with the support of all political 
parties and many other interested groups including the 
life insurance companies. This plan has many advantages 
Because it pays the same benefit to everyone aged 70 
and over, it proportionately helps most of the lower 
earners whose need is greatest. It is simple and 
inexpensive to administer. Increases in benefit have 
been made on three occasions and the increase immediatel 
reflected in payments to the recipients. The present 
$65 a month benefit is more generous relative 60 income 
fia: the average benefit to the aged provided under 
the United States Social Security programme. If money 
'is available for further increases in welfare benefits, 
the Association feels that first priority should be 
given to such groups as those unable to work because 
of permanent disability and widows with ge pfifeertt 
children by extending to them the advantages of flat, 
uniform, basic benefits as a matter of right. 


(Paras. 6.47-6.52 
and 6.59) 


2.43 The Association is opposed to the addition 

of a ean Meme tees plan providing for graduated 
benefits on top of our cs Aree Old Age Security plan. 
No government plan of which we are aware, including the 


United, States plan, equates an individual's benefits 
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to his contributions. Even if it tried to do so, 
irresistible pressures would arise to borrow from the 
funds required for future benefit payments in order to 
make current payments. This transfers heavy costs to 
future generations. (Paras. 6.55-6.58) 
2.44. The continued use of existing pension 
facilities, subject to minimum requirements of 
"portability" and benefit level, would avoid the weak- 
nesses inherent ina 7 a kg i ie plan and would 
ensure that fund would be accumulated for each contributpr. 
from which to pay the benefits promised to him. The 
investment of these funds would continue to be available 
to finance Canada's growing economy. 

(Paras. 6.60-6.61) 
2.45 The capital market in Canada has been growing 
and is becoming more fully developed over the. years. 
The Association feels that the market today, under 
normal circumstances, is reasonably responsive to 
changing supply-demand relationships and is sufficiently 
broad, sufficiently flexible and sufficiently cohesive 
to allow monetary policy to be reasonably effective. 

(Paras. 7.1,and 7.5) 
2.46 The development of a capital market is basically 
an evolutionary process. This development is aided if 
the market contains as few barriers or hindrances as 
possible to the free flow of funds, thus allowing the 
greatest freedom for interest rates to reflect the 
changing pressures of supply and demand. | 

(Paras. 7.2-7.4) 


2.47 Although the Association feels that generally 
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its members are well served by the existing machinery 

of the-market, it would offer the following observations): 
(a) The present size of the bond market is 
eg that the companies believe that neither 
the services of the so-called bond jobber 
nor the formation of a bond exchange would 
be particularly useful. (Paras. 7.7-7.9) 
(bo) A prime objective of the investment 
bison Pee Alte be the prompt and full 
distribution of a new issue. Many companies 
in the Association's membership have 
ditlTieulty from time to time in»getting 
as large a participation as they might wish 
in the first instance. They suggest the 
provision of earlier information concerning 
a new issue and a prompt delivery date 
would assist in early and complete distribution. 

(Para. 7.10) 

(c) Phe life Gere baie companies: have long 
been substantial buyers of bonds of credit- 
worthy municipalities. The fact that many 
smaller municipalities are not too well-known 
seems to limit them in obtaining funds. To 
the extent that municipal governments cannot 
borrow directly, it is suggested that some form 
of pooling arrangement through provincial 
Sponsorship is the only effective way of 
adding the additional credit to allow access 
to the capital market. Care must be exercised|, 


however, to ensure that such sponsorship through 
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the provision of easier credit does not lead 
to the accumulation of municipal debts that 
will prove burdensome to repay. 

(Para. 7.11) 
(d) Small, new and high-risk companies have 
difficulty in raising both debt and equity 
capital. Their obligations or shares are far 
from investment grade. The financing of such 
new businesses today requires an amount of 
money that few investors can afford to place 
on one risk. Privately-financéed development 
corporations participated in by large groups 
of investors might be a practical way of 
surmounting this difficulty. It would allow 
a spread of risk through group participation 
that would be impossible of attainment by any 
one’ investor. Such a development corporation 
might provide both debt and equity capital 
and assist in the provision of counsel. 

(Paras. 7.12-7.16) 
(e) The further development of a secondary 
mortgage market which would broaden the band 
of investors interested in mortgages and 
increase the liquidity of mortgage investment 
would be desirable. The successive sale of 
blocks of N.H.A. mortgages by Central Mortgag 
and Housing Corporation is helping to create 
this. In Canada, however, it is difficult 
as yet to visualize enough activity to 


create a full-fledged secondary mortgage 
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marketing system. The mortgage departments 

of the banks, and trust and loan companies 

seem to offer the best immediate facilities, 

further strengthened in the long run by the 

development of a mortgage banking system 

Similar to that in the United States. 

(Paras. 7.17-7.25) 

(f) ‘There have been suggestions over the 

saci that N.H.A. mortgage insurance be 

made to apply to loans on existing houses. 

It is said that this would broaden the market 

for new houses, bring about a more economic 

use of existing space and reduce the need 

for second mortgage financing. On the other 

hand, it could result in less money being 

available from private sources for new homes, 

raise the price of existing houses and 

monetize a large volume of past savings 

and appreciation in values, and-open the way 

for a considerable volume of dissaving. ae 

such. a course were to be considered, it would 

be essential, in the Association's view, that 

the insured mortgage be limited to a bona fid 

purchaser of a single house who intends to 

reside in it and the loan limited to, say, 

80 per cent of a lending ‘value and subject 
‘as to an amortization period that recognizes 
fully the age of the house, its location and 
its remaining economic life. 


(Paras. 7.26-7.27) 
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2.48 Years ago it was deemed desirable to place 
restrictions on the investments of life insurance 
companies and to supervise their activities in the 
public interest. The life insurance companies compete 
With other collectors of savings, particularly in the 
area of individual and group retirement plans. 

(Paras. 7.39-7.42) 
2.49 The Association feels that uninsured pension 
plans are equally long-term and sade their activities 
and particularly their continued solvency is equally 
important and that they should be brought under 
government supervision of a somewhat similar character 
and purpose. They believe, too, that all investment 
vehicles through which individual accumulation under 
"registered retirement savings plans" takes place shoul 
be the subject of some minimum standards of government 
supervision. (Para. 7.435) 
2650 The Association believes that the conditions 
which will allow the life insurance companies to make 
a maximum contribution toward the accumulation of 
savings and their constructive employment in the 
Canadian economy are: 
(a) Reasonable stability in the purchasing of the 
dollar and the preservation of savings. 
(a) , An economic climate favourable to growth 
and a level of taxation which does not 
discourage saving. 
(c) A social and political climate favourable to 
private individual and group action in 


providing for personal financial security. 
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(d) A basic floor of security, as warranted by 


the nation's ability to provide it, for the 
aged, widows and orphans, the permanently 
disabled and the temporarily unemployed. 

(e) Consistent protection of property rights 
under law to ensure stability and confidence 
in financial obligations. 

(f) General freedom and flexibility in investment 
within a minimum of statutory limitations 
to make possible impelementation of long-term 
guarantees, 

(g) Sound domestic environment within which all 
life insurance’ companies can operate’ for the 
benefit of Canadians and which will also 
facilitate effective operation of Canadian 


companies abroad. (Para S-7 44) 
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SECTION 3 
DESCRIPTION OF THE INDUSTRY 
STRUCTURE OF THE INDUSTRY 
ar At the end of 1960 life insurance was 


provided in Canada by 99 companies registered under the 
federal insurance laws; by 22 Canadian companies operat- 
ing under provincial charters without federal registry; 


and by a number of fraternal benefit 500 Reiter. This 
F] 


submission relates only to the life@@nsurance companies 


ER 


ore The federally-registeredgcompanies had in 


force in Canada $45 billion of life insurance or 95 
per;cent of that in force with all life insurance 
companies at the end of 1960. The provincial companies 
had $2 billion in force. Since 1935 the provincial 
companies have increased their share of the total from 
1 per cent to 5 per cent (see Table 3.a). 


Table 3.a 


Life Insurance in Force in Canada # 


End of 1945 End of 1960 
Amount Sof Total Amount  % of Total 
(000, 000) (000, 000) 
Federally- | 
registered 
companies $6,259 99 $44,649 95 
Provincial | 
companies 88 1 2,218 5 


$6, 347 100 $46,867 100 
*% Fraternal benefit societies had $989 million of 
life insurance in force at the end of 1960. 


e325 At the end of 1960 the 99 federally-registere 


companies included 36 Canadian, 43 United States, 14 


British, two German, two Swiss, one Australian and one 
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of Netherlands origin. The number of companies has 
expanded significantly in the last 25 years. In 1935 
there were 61 federally-registered companies. The 
origin of the companies and their respective shares of 
life insurance in force in Canada in 1935 and 1960 
are shown in Table s.b. 
Table. 3.b 
Life Insurance Companies in Canada 
(Federally-Registered) 
End of 1935 End of 1960 


Number of % of Life Number of % of Life 
Companies Insurance in Companies Insurance i 


Force Force 
Canadian 4.../27 66.5 36 Go, a. 
United States 20 ge 5 4a 28.2 
British 13 eas 14 55 
Netherlands ~ ~ 1 ek 
Swiss ~ - io Be) 
Australian i ae i - 
German - wets a = 
2 61 100.0 99 100.0 
3.4 Fourteen of the Canadian companies do busines 


outside of Canada. The $13 billion of life insurance 
they have in force abroad equals 42 per cent of their 
total business and 28 per cent of the total business 
of all Canadian companies. Seventy per cent of this 
business outside of Canada is on the lives of policy- 
holders in the United States, 16 per bene on persons 
in the British Isles, 2 per cent on Asians, 6 per cent 
on Africans, and 6 per cent on persons in the Caribbean 
area and Latin America. 

BED Before World War II Canadian companies 
actively carried on business in some 64 different 
countries and territories. This number is now 

reduced to just over 30. During the War business was 
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suspended in enemy and enemy-occupied countries and 
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in some it has not been resumed. Since the War 
legislation governing the life insurance business in 
certain foreign countries has resulted in a withdrawal 
by the Canadian companies from those markets. Despite 
this, the business of the Canadian companies in force 
outside of Canada is still growing strongly - an 
acknowledgement of the reputation of these companies 
and their competitiveness tn outside markets. 

336 The life insurance companies had about 40,500 
full-time personnel in their service in Canada at the 
end of 1960 - about 25,500 in administrative work and 
approximately 15,000 full-time field representatives. 
The operations of the Canadian companies outside 

Canada provided employment for more than 3,500 
administrative and branch office personnel and 4,000 
full-time field representatives in those countries 
where they are carrying on business. Of course, a 
large part of the supervisory and administrative work 
for these foreign branches is carried on in Canada. 
Many of the non-resident companies maintain Administra- 
tive offices in Canada for their Canadian business 
which Sle Canadian personnel. 

bony § The comparable figures are not available 

for 1935 but in 1939, 19,700 Canadians were in the emplay 
of the life insurance companies in Canada. During the 
last 20 years, personnel has doubled while the amount 
of life insurance in force increased seven-fold, 
annuities in eons increased forty times, the annual 
amount of life insurance purchased rose ten-fold, annua 
benefits, including health insurance benefits, increase 
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four times and assets increased 32 times. 


OWNERSHIP OF THE LIFE INSURANCE 
COMPANIES 


Boor Table 3.c shows the number of Canadian 

life insurance companies doing business in Canada at 

the end of 1960 that were mutual companies - that 

is, companies owned and controlled by policyholders - 
and the number that were companies with capital stock 


held by shareholders. 


Table 3.¢ 
Mutual and Stock Life Insurance Companies 
in Canada 
End of 1960 
Mutual Stock Total 
Canadian companies : 
Federally-registered 9 27 # 46 
Provincial nal ames Ce 
Non-resident companies 21 42 63 


*% Five of these were in the process Fewest icp mutual 
D9 Federal law requires that at least one-third 
of the directors of a Canadian stock company issuing 
participating policies must be elected by the holders 
of the company's participating policies and no 
Shareholder is eligible to be a policyholders' 
director. Also, the law effectively limits dividends 
te rer elolaaes by stipulating the proportion of "profits" 
on participating insurance x that must be retained for 
participating policyholders. These proportions are on 
a graded scale; policyholders must be credited with at 
% Participating insurance represents more than 60 


per cent of the life insurance in force in Canada with 
stock companies. 
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least 90 per cent of such profits in small companies 
and at least 974 per cent in large companies. 
Sh2d0 The controlling interest in twelve of the 
38 Canadian stock life insurance companies today lies 
outside Canada (two in Great Britain, five in Continental 
Europe and five in the United States). These twelve 
companies had 6 per cent of the life insurance in force 
with all Canadian companies as at the end of 1960. Fou 
of these companies were formed substantially on the 
basis of foreign capital. In the case of the remaining 
eight companies, control of one passed out of Canada in 
1929 while control of the remaining seven passed out 
of Canada since 1954. 
Satk The Canadian and British Insurance Companies 
Act-prohibits a company from investing its life insurande 
funds in the shares of another life insurance company. 
This prohibition has reduced the number of potential 
Canadian purchasers of the controlling interest in life 
insurance companies where it is "up for sale" and may 
have militated against the neeerunen of ownership of 
Canadian companies in Canada. 
DELS In 1957, however, in order to help overcome 
this problem,federal legislation was enacted to permit 
Canadian stock companies to mutualize, that is, to 
acquire their own shares. Five companies have now done 
this or are in the process of doing so, At:ithe end of 
1960,°59 per cent of the life insurance in force with 
Canadian companies was with mutual companies or 
companies that shortly will be mutual. 
i Twenty-five Canadian companies have entered 
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the life insurance field between 1935 and 1960. Becaus 
of the particular importance of adequate financing for 
the protection of policyholders in the early years of a 
new life insurance company, fifteen of these have been 
stock companies and of the ten mutual companies all 
were either reorganized fraternal benefit societies 
or affiliates of non-life insurance or other financial 
institutions. 
3.143 Recently a Canadian stock company took over 
the business of a Canadian mutual company with the 
approval of the latter's nod egno acre Bade he Téasury 
Board. This is,.the first merger involving Canadian 
companies since 1955. In view of the influx of new 
companies and the mutualization of some stock companies 
it may be said that on the whole there has been a marke 
trend toward wider dispersion of the overall ownership 


of the life insurance industry. 


BUSINESS IN FORCE 

Life Insurance 
Beis At the end of 1960 Canadians owned $47 billio 
of life insurance, almost eight times the 1935 amount. 
Between 1935 and the outbreak of World War II, life 

: Insurance grew slowly. Since then the total has 
increased an average of 11 per cent per year. The 
growth of life insurance in force is set out in 


Table 3.d. 
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Table 3.d 


Life Insurance in Force in Canada 


Individual Group 
Amount ie 
End of Year in Force Amount of Total Amount % of Total 
~~~ (060,000) (600,000) (000,600) 
1935 $6,347 $5,836 92 Ratio th. wéiad: 8 
1940 7,042 6,310 90 731 10 
1945 9,964 8,894. . 89 1,070 11 
1950 16,229 13,614 8h 2,615 16 
1955 26,624 20,271 76 6,353 ah 
1960 46,867 32,128 68 14,739 32 


A factor in this growth has been group insurance. As Table 3.0 
indicates, life insurance transacted on a group basis represented 

32% of the total in force at the end of 1960 while that acquired on an 
individual baste equalled 68%. In 1935 group insurance represented 8. 
In 1960, 864 of those employed in Canadian industry were in firms 

with a group insurance plan. 

In recent years some organizations in the savings and consumer credit 
field have added a life insurance feature to the financial arrange- 
ments offered their customers. At the end of 1960, 19% of the group 
insurance in force covered individuals who had entered into such 
special credit or savings plans. 

About three out of every four Canadian families own life insurance. 
The average amount owned per household at the end of 1960 was about 
$10,400, The average varied from $6,400 in the Atlantic Provinces 

to $12,400 in Ontario. 

A principal function of life insurance is to protect families against 
the cessation of earnings at the death of the head of the family. 

An important test of the adequacy of life insurance protection is to 
relate the amount of such protection to earned income - on an 


individual or national basis, 
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In 1960 Canadians held life insurance in an amount 2,2 times their 
total wages, salaries and the earnings of the self-employed. The 
corresponding ratio in the United States was just over 1.7 times.* 


Table 3.e illustrates the trend in the Canadian ratio since 1920, 


Table 3.e 


Ratio of Life Insurance to Earnings in Canada 


Ratio to Wages, Salaries 


Life Insurance in and Self-Employed 
Year Force - End of Year Income during Year 
(000,000) 
1920 $ 2,675 1.0 (est.) 
1925 4,212 1.4 (est.) 
1930 6,588 1.8 
1935 6,347 2.4 
19ho0 7,041 1.8 
1945 9,964 1.3 
1950 16,229 1.4 
1955 ; 26 , 624 1.6 
1960 46,867 2.2 


As indicated in Table 3.f, in 1960 the ratio of life insurance owned 
to total earned income in the ten provinces ranged from 1,1 to 1 in 
Newfoundland to 2.5 to 1 in Quebec. However, seven of the provinces 
were within a narrow range, indicating a fairly close relationship 


petween life insurance in force and earned income. 


Table 3.f 
Ratio of Life Insurance to Earnings by Province ~- 1960 


Ratio to Wages, Salaries 


Life Insurance in and Self-Employed 

Province Force - End of Year Income during Year 
000 , 000 

Newfoundland $ 342 chy: 8 
Prince Edward Island 126 1.8 
Nova Scotia 1,330 2 jk 
New Brunswick 918 2.0 
Quebec 13,534 2.5 
Ontario 19,913 2.2 
Manitoba 1,995 16 
Saskatchewan 1,442 1.4 
Alberta 2,978 ER 
British Columbia 3,920 5 A: 


Annuities 
There were 649,000 annuity contracts or certificates in force with 


life insurance companies in Canada at the end of 1960. These provide 


* This ratio is based on private life insurance and therefore excludes 
the survivorship benefits provided under the public Old-Age, 
Survivors, and Disability Insurance program. 
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for present and future annual payments to annuitants of 
$736 million per year. In 1935 there were 46,000 contracts 
in force with annual payments of $18 million. Growth 


in the intervening years is outlined in Table 3.¢. 


Table 3.8 
Annuities in Force in Canada 


(Federally-Registered Companies ) 


: Settlement 
End of- Annual and 
Year Payment Individual Group Disability 

(000, 000) 

1935 $ 18 49% 29% 22% 
1940 50 LO te) 11 
1945 13 20 DD LO 
1950 203 20 15 5 
95) 382 Lo 83 4. 
1960 736 8 90 2 
poes Group annuities represented 29 per cent of th 


1935 total of all annuities in force compared with 90 

per cent of the 1960 total. The growth of new group 
contracts in force has been an even more important factor 
in the annuity area than in the life insurance field. 
3.24 Sixty-nine per cent of the annuities now in 
force are with Canadian companies and 31 per cent with 
United States and British companies. 

o{25 The relative importance of annuities in the 
life insurance companies' rule as gatherers of savings 

is indicated by the fact that 26 per cent of the companies! 
‘reserve liabilities in Canada at the end of 1960 related 
to annuities - 5 per cent to individual annuities, 19 

per cent to group annuities and @2 per cent to annuities 
arising out of the settlement and disability provisions 
of the companies? contracts. 


3.26 In 1960 the life insurance companies were 
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administering about $1.2 billion of assets relating 
particularly to the provision of group pensions. In 
comparison, the group pension plan reserves of the 

federal government's Annuities Branch equalled $600 millidn 


and the assets of trusteed pension plans totalled $3.6 


Health Insurance 

Denk In addition to their life insurance and 
annuity services, over 30 life insurance companies are 
providing more than 5 million Canadians with insurance 
covering medical and surgical expenses,over 4 million 
with insurance for hospital expenses not covered by 
government hospitalization plans, and over 1.3 million 
workers with loss of time (weekly indemnity) insurance. 
3.28 Health tH eee is also provided by casualty 
insurance companies, medical care plans sponsored by the 


medical profession, and by Blue Cross and other voluntary 


PREMIUM INCOME 


oreo Premium income in Canada during 1960 totalled 


Life insurance premiums accounted for 


$769 million, annuity considerations $184 million and 
health insurance premiums $129 million. 

26 D0 Throughout the 1930's, payments for life 
insurance and annuities were maintained at a remarkably 
steady level despite economic difficulties. In part 

this can be attributed to the use by many policyholders 
of the loan provisions in their contracts for the payment 
of NALS fale Since 1940 premium payments have risen 


each year in absolute amount. This along with the 
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ratio to disposable income is set forth in Table 3.h. 


Tablext 5 Fi 


be 3 


Ratio of Premiums*® to Disposable Income in Canada 
Year Premiums* % of Disposable Income ™* 


1930 $ 226 Be 
LOD ete 6.5 
: 1940 217 45 
1945 296 3.6 
1950 44 Bab 
O55 650 Seo 
1960 953 3.6 


¥Tncludes annuity considerations but not health insurance 
premiums, 


#¥Personal income less personal direct taxes. 


= 


BENEFIT PAYMENTS 
pepe As the ownership of life insurance and 
annuities has increased and the policies in force have 
aged, payments to policyholders and beneficiaries have 
grown materially. In 1960 life insurance and annuity 
benefits paid by all life companies amounted to 4560 million, 
compared with just over $160 million in 1935 and 1945. 
bry: Table. 5.1 ed an analysis of the panef it 
payments made by federally-registered companies. Death 
claims since 1945 have accounted for less than 40 per cent of 
total payments. The balance in the main represents payments 
to living policyholders. The reliance placed by policy- 
holders on the cash surrender provisions during the 
economic difficulties of the 1930's is illustrated in 


the 1955 figures. 
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Table 3,14 


Benefit Payments in Canada 
- (000,000 omitted) 


A.37 


Death Matured Disability Cash Policy Annuity 
Year Claims Endowments Claims Values Dividends Payments Total 


lone eee eee | 


1935 $ he $ 13 $ 3 $71 $ 30 $ 3 $162 
1940 50 aha 3 54 30 7 168 
1945 68 28 3 26 29 10 164 
1950 86 35 4 53 41 20 239 
1955 124 34 k 71 69 27 337] 
1960 196 46 5 129 109 75 560 


LEVEL~PREMIUM LIFE INSURANCE 
The regular methodical purchase of level-premium plans of life 
insurance by millions of Canadians is the basis for the accumulation 
of funds in the companies. 
Under level-premium plans the amount of the annual premium remains 
unchanged throughout the premium-paying period although the 
probability of death of the insured person increases as time goes on. 
In the early years of a level-premium policy, the likelihood of 
death is low in relation to later years and the premiums paid for a 
block of like policies exceed death claims. In the later ‘years of 
the block of policies, the premiums paid are less than the amounts 
necessary to meet the claims that come with advancing years and 
rising mortality or the maturity of the policy. 
When a level-premium plan is issued, a fund or reserve must be 
accumulated in the early years to meet the rising level of claims 
that will occur during the later years of such policies. These 
reserve requirements lead to the accumulation of personal saving 
through life insurance. 
The extent to which reserves are built up varies with the type of 


level-premium plan. Term life insurance covers the possibility of 
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death during the limited term of the polich while a 
straight life policy is based on the certainty of the 
death of the insured and the certainty that the death 
benefit must be paid. A five-year or longer term policy 
would be written on a level-premium plan but the short 
duration and the very nature of such a policy would not 
require. a reserve accumulation during the five years or 
other term of nearly the size that would be necessary 
under a straight life policy that would be expected to 
carry on many years until the death of the insured. 

In turn, the rate of reserve accumulation under an endow- 
ment policy is greater than under straight life or other 
so-called life policies since the payment of the endowmen 
benefit is due either at the end of a specific period of, 
say, 20 years or at the death of the insured if earlier. 
NOE There are, of course, other factors affecting 
the rate of accumulation of funds inthe companies, for 
example, the rate of investment earnings, the extent of 
cash withdrawals in the case of policies having reserves 
‘and the degree to which beneficiaries leave policy 
proceeds (including policyholder dividends) on deposit 


with the company to earn interest, 
RECENT TRENDS IN NEW BUSINESS 


GEG oe! Purchases of life insurance in Canada amounte 
to $6.1 billion during 1960, ten times the 1935 figure. 


LaLSs. 18 9G. forth in Table 45.3. 
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Table 3.j 
Life Insurance Purchased in Canada 

Individual® Group# 
Year Purchases Amount _% Amount _@ 

(000, 000) (000,000) (000,000) 
1935 $. 602 $ 582 $20 3 
1940 604 aN ee 29 5, 
1945 Ls OSF 991 66 6 
1950 1,900 1,642 258 14 
1955 3,454 2,763 691 20 
1960 6,129 4,576 As be ns, 


¥pigures for the provincial companies are estimated for 
earlier years. Stack with Table 3.d shows that 
group insurance represents a soe ibis proportion of | 
purchases than of business in force. The main reason 
for this is that normal increases in insurance under an 
existing group contract are not considered to be purchase 
of new insurance, 

eS, Asubstantial part of the 1960 purchases was 
temporary or term insurance and that portion has been 
increasing in recent years. For example group insurance, 
which is almost always term insurance, accounted for 

25 per cent of 1960 purchases. In 1935 group insurance 
represented only 3 per cent of new purchases. With 
respect to life insurance purchased by individuals, 42 
per cent was on a term basis in 1960 compared with 8 per 
cent in 1935. Much of this term insurance takes the 
form of family income, mortgage redemption and other 
special policies which combine term with permanent forms 
of insurance, The increase’ in term insurance reflects 

a growing public recognition of the need for substantial 
amounts of protection, 


3.40 As a result, purchases of the "permanent" lif 
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insurance plans, that is, those which contain a savings 
element, have declined as a proportion of the total. 
Nonetheless, purchases of such plans have increased in 
absolute terms. In 1935 purchases of "permanent" plans 
amounted to $400 million, in 1945 $600 million and in 196 
$2.6 billion. This is exclusive of the increasing 
proportion of ga. 0208 which has been done in the form of 


annuities. 
ASSETS 


3.41 The assets relating to the life insurance 
and annuity business in Canada totalled $8,260 million 
at the end of 1960. Of this, 70 per cent was held by 
Canadian federally-registered companies, 3 per cent by 
provincial companies and 27 per cent by United States, 
British and other European companies to cover their 
Canadian liabilities. In addition, assets relating to the 
life companies! health insurance operations in Canada 
amounted toabout $80 million. 
| Table 3.k 
Life Imsurance Assets Held in Canada 


(000,000 omitted) 
Federally-Registered Provincial 


End of Year Companies Companies Total 
“1935 $ 1,828 $ Ho $1,868 
1940 2,229 46 2,266 
1945 2,886 52 2,938 
1955 5099 vee 5,724 
1960 8, 007 253 8,260 
“ene At the end of 1960 the assets held outside 


of Canada by Canadian companies on behalf of and for the 


protection of policyholders and annuitants abroad amounted 
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to $2,860 million. At the same time assets held in 

Canada by non-resident companies for the protection of 
Canadian policyholders amounted to $2,260 million. 

Bstha Detailed analysis of ae composition and 
growth of the life insurance companies’ assets in Canada 
and their importance in the economy is provided in sections 


4 and 5 of this submission. 


SUPERVISION OF INSURANCE 


3.44 The federal and provincial governments in 
Canada have shared responsibility for the supervision 

of the insurance business in Canada since 1868 when the 
first federal Insurance Act was passed. For many years 
before that time insurance legislation had existed in 

some provinces, Since that time,. provincial laws have 
developed alongside of federal laws and insurers have 

been incorporated under both federal and provincial 

laws. 

3.45 Briefly, the federal department of Insurance 
concerns itself with the solvency of insurers and the 
provincial Departments mainly with the regulation of the 
business. The practical division of responsibility may 

be summarized as follows: 

(a) The federal Department registers all federally 
incorporated Canadian insurers, all non-Canadian insurers 
doing business in Canada and, in addition, a few 
provincial ee: have voluntarily placed themselves 
under its jurisdiction. It inspects insurers registered 
by it and administers legislation respecting the valuation 


of assets and liabilities, deposits, solvency, etc,, of 


,motlitm 0dS,.Sé od bedavoms + sneelniahon carbons | >) 
abe [a 


bas moiditgoqmoo erld to eleylens beltsted.. 
| sbsnsd) at edeses ‘astasqmoo sonsivent slil edd to dsworg 
- ahottoss at bebiverq, ei ymoroos eas ak soned roam todd edad 


ee 4 en’ . nokestudwe etdt to @ bas ‘ X a 


wae Kane 0. 

. i 3 ; : wie 3 - 

GQVUAAUCMI HO WOTervaAdivea : 
ai atoematevog Istontvorq bas Isrebst sAT LS or 


sokatvrequa ont tot witlidtenoqes: Heise ovsi SPSMSO | pp 
Rees eid nedw 8d8I. sonta sbsosd at aesnteud sonsivant edd to 1 : 
The ersey yriem rol .beaasq asw JoA sone want L[siebet Jettt |e, 
nt beteixe bed soitsletgoel sonsivant emis csds etoisd |) 
evel awel I[sfontvoig .omid dst sonta .eoontvotg 9Moe ja, 
4 even areivant bas ewel Leisbet to ebfagdols beqoleveb ja, 


Lefonivorg bas [srebst dcved Beets beds rogioont need tt 


ay es cyncwe OMSL Tar 
i sone wenl to taemtusqeb Istebst ond ,.yitefad | ana et ; 
oa eft bas erisivent to yonevios erit dzviw tisetif anisonoo og | 

3 east to aotisiugse 1 ent fsiw yletsm aetnemiursged Istonaivorg te 
yam ywiilidtenogae: to mnolaivib pepe edt ,sasniteud co 

, :awollot as bexiusmmve od Igo 4 
jwilstebet Ls erotetsor toomdisqed [srebet sxAT Fs (s) ag : 
ipicieste: aig bile ree [is ,B3ssvent nstbsasd bedsiog 100ml ae 7 


wet s ,fotttbbs af .bas sbsaso ai aeesntaud gntob lac ; 


\e," Re 


- agvisameds beoslq yiiretaulov eved tsdt setnsqmoo Isfontvoxg 


ya 
aS 


a Pim 
ar be1rsteige1 aisiveant etoegqent gi. .mottotbaiaut att repay | 


‘ ‘ | 


7° 
i jsotdsulsy ect guttoseqaet sofisletgel asosataimbs bas ti yd | 


i 
» 9 88, e“onsvloa .atieogsb. ns banehtets slabs os to | Of 


nd 


7 thee é 
Nae iu 4 ; 7 
ie." 3 < te, rt.4) . / 


ery 
"7 v. 


(i 
reed 
> 


Li? 7 mah 5 D 
, > ; - ys 


ere aS 6 dan ke 


J 
q 
a! 
‘f 


Nethercut & Young A. 42 


Terento, Ontario 


these insurers. : 
(bd) Whether or not they hold federal certificates 
of registry all insurers must be licensed in each province 
(except Nova Scotia) in which they operate. Three 
provinces - Manitoba, Newfoundland and Nova Scotia - 
will not permit insurers to transact life insurance withi 
their jurisdictions unless they are registered at Ottawa.] 
The provinces require documents of incorporation, etc., 
to be filed initially by each insurer and thereafter 
annual statements showing its general financial condition 
and particulars of its business in the province. The 
provinces do not inspect or require deposits. from 
federally-registered insurers. 
(c) The provincial Departments supervise and 
asisie wiahsnankei nbd: for inspections: relating: to the, 
solvency of insurers not registered with the federal 
Department. 
{d) The provinces exclusively legislate 
respecting: 
‘ (i) insurance contracts and the terms, 

conditions and incidents thereof; and 

(ii) the licensing and regulation of agents, 

brokers. and avai eds 
and enforce this legislation. 
3.46 While many of the provisions of the first 
federal Insurance Act of 1868 are traceable in the 
insurance legislation of the present day, probably the 
most important single pederar enactment respecting 
insurance since Confederation was the Insurance Act of 
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Stock investment in 1932 and the introduction of the so- 
called "basket" clause in 1948, the investment powers 

of the companies. as detailed in the Act of 1910 stood 
without substantial change until 1950. In that year 

and again in 1961 they were further enlarged in important 
particulars. The current investment powers are reviewed 
in section 4. 

B.AT By and large, insurance legislation and 
government regulation have been well conceived and 
administered in Canada for more than one hundred years 
and are entitled to.a share of the credit, for the unique 

_ record’ represented by the fact that no policyholder in a 
Canadian legal reserve life insurance company has ever 
lost a dollar through non-payment of the amount guarantee 
under his policy at death or on maturity. Canadians 
‘insured with companies from other countries doing 
business in Canada have, for more than 75 years, been 
equally well served. As new forms of investment, new 
forms of cover and new problems have developed, amendment 
to the legislation have been made. 

3.48 The division of authority between the federal 
and provincial governments in the matter of the supervision 
of insurance, and particularly a suggestion that the 
supervision and regulation of the business should be 
undertaken exclusively by the federal government, were 
considered by the Royal Commission on Dominion-Provincial 
Relations in January, 1938 The views of the Association 
were placed before that body in the form of the following 
resolution. 


A "The Canadian Life Insurance: Officers 
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Association suggests that the law of life 
insurance contracts, as exemplified by ‘the 
Uniform Life Insurance Act of the Canadian 
Provinces and comparable provisions in the 
Quebec Civil Code, and the licensing of life 
insurance agents, be within exclusive 
provincial jurisdiction, but ‘that ‘all other 
matters concerning the supervision (licensing 
solvency, investments, inspections and reports) 
of life insurance companies doing business in 
more than one province, and the regulation 
of life insurance ‘business generally, be 
within the exclusive jurisdiction of the 
Dominion." 
The Association went on to say that it felt that the 
foregoing resolution recognized the national character 
of the life insurance business in its proper relation 
to local interests and existing political and other 
conditions in Canada and hoped that the Commission would 
recommend’ that’ the British North America Act, 1867, be 
amended to give effect to the substance of the resolution 
and to make certain that the respective powers of the 
federal government and the provinces with respect to life 
insurance are clearly defined. The Commission generally 
endorsed the Association's stand but the suggested change 


in the constitution has not been made. 


j LIVE INSURANCE REPORTS 
3.49 The federally-registered life insurance 


companies make exhaustive reports to the Superintendent 
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A.45 


set forth all aspects of a company's business in great 
detail. ‘The results are sidddenida each year in the Report 
of the Superintendent of Insurance for Canada. That 

part related to life insurance runs to some 900 pages. 

The life insurance companies engaged in the health 
insurance business report separately on this branch of 
their business. Provincial companies make similarly 
detailed reports to their Superintendents. The reports 

‘of the Superintendents are readily available but to the 
uninitiated they may represent a very formidable array 

of figures. 

5.50 Companies, of course, present statements 

of their affairs at their annual meetings. In the case o 
a Canatian federally-registered company, notice of such 
meeting must be given at least 15 days before in two or 
more daily newspapers in or near the head office city 

and premium notices or receipts at least once each year 
must contain a statement of the participating policy- 
holder's right to attend and vote in person or by proxy 

at such meeting. 

Sv5t The life insurance business is a complicated 
one involving as it does so many forward judgments relative 
to the mortality, expense and interest factors. Comparison 
as between companies requires exhaustive and competent 
analysis which unfortunately is beyond the capacity of 

most laymen. No satisfactory method has yet been found 


to produce a simple index or indices for comparative 


purposes, 
3.52 Comparison of the "net earned interest rate" 
which ig¢published affords someindication of the results 
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accruing from a company's investment operation but can 
only be used with some qualification. It may be affected 
by a company's treatment of asset values and investment 
pi eke apportionment. Further the published rate is 
based on the company's total assets. Where a company 


has assets outside of Canada, the: rate. is of course 
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distribution. The most important considerations to most 
prospective purchasers are likely to be beyond the scope 


of mechanistic comparison, 


COMPETITION 


38a spt There is intense competition among life 
insurance companies in the life insurance, annuity and 
health insurance fields. This competition within the 
industry shows no signs of decreasing. Since 1935 for 
example, the ‘es of federally-registered life insuranc 
companies in Canada increased 50 per cent. Despite the 
more rapid growth in the number of non-resident life 
companies operating in Canada, the Canadian life companie 
have increased their, proportion of life insurance in force 
(see Table 3.b.). 

3.56 Babe ti tdieu, within the industry is further 
indicated by the decline in the share of life insurance 
-in force held by the larger companies. For example, 

in. 19355 the five largest companies held 53 per cent of th 
business in force; in 1960 these same companies held 

48 per cent. The next five companies had on their books 
24 per cent of we total life insurance in force in 1935; 
in 1960 these same five companies held 19 per cent of the 
-tetalasndn 1935 the largest share held by any one company 
was 164 per cent; in 1960 the largest company, which 
hadsbeen third: largest.in- 1935; had:le2 per cent, 

Be) tay 4 The benefits of competition accrue to policy- 
holders and annuitants. For example, since 1950 one medium- 
sized company has reduced its whole life non-participatin 


rates eight times, increased its dividend stale five time 
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and changed its group pension rates fifteen times to 

keep the price of its products in line with changing 
interest, mortality and expense experience, and abreast 
of competition. Other companies have likewise made 
frequent adjustments. Competition has led to the 
widespread adoption of such recent innovations as the 
graduation of premiums by size of policy, the family plan 
special rates for women and guaranteed insurability. 

In the group field where policies are subject to annual 
renewal and review, competition centers on fractional 
adifferences in price arising from the inevitable variations 
in the evaluation of the risk among the quoting companies 
In the pension field an individual company may offer the 
choice of group annuity, deposit administration or 
variable accumulation approaches to funding. The 
widespread introduction of computers wilF undoubtedly 
lead to further flexibility in the fashioning of contract 
in all fields with a consequent increase in competition 
in this respect. 

3458 Investment earnings are a vital factor in 

the determination of the cost of insurance to policy- 
holders. Competition among individual companies in the 
investment aspects of the business is discussed in sectio 
5. Aspects of the industry's competition with other 
savings institutions are discussed in section 7. 

5V59 Life insurance has always had to be sold. 
Most people eae ine some persuasion to put aside for 
tomorrow a dollar which is available to be spent today. 
This is the continwing task of life insurance representat 


ives. Also, in the fact of the complexities of law, 
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taxation and estate administration, the tailoring of life 
insurance programs to changing needs requires continuing 
service as well. Qualified field representatives who 

do this selling and servicing have been responsible in 
large measure for the growth in insurance protection and 
for the pre-eminent position the life insurance industry 


enjoys as a collector of voluntary personal savings. 
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SECTION 4 

THE POSITION OF THE LIFE INSURANCE 

INDUSTRY IN THE CANADIAN FINANCIAL SYSTEM 
Wl In consequence of their primary function of 
providing life insurance and annuities, the life insuranc 
companies have been important financial intermediaries 
within the Canadian financial system for more than 100 
years. 

LIFE INSURANCE SAVING 

4.2 A eventridant portion of Canadian saving 
is channelled through the life insurance companies. 
Hence, the industry occupies a very important position 
in the structure of our capital market as a supplier 
of new investment funds. These savings dollas arise 
from two principal sources -.premiums for insurance and 
annuities and investment income. Over long periods of 
time life insurance saving has tended to vary with 
personal income. Maintenance of this relationship, of 
course, will depend upon the relative relative attractive 
ness of’ this form of saving for the individual as well 
as the prevalence of a reasonably stable economic and 
financial environment. 
ee The relative importance of life insurance 
saving in Canada is set forth in Table 4.a which displays 
the relationship between estimated insurance saving and 
both disposable personal income and personal saving for 
the period 1926-60. 
44 The derivation of estimated life insurance 
saving for the period 1950-60 is shown in Table 4.b. 


Premium income is the largest single component of total 


> i t (™ .% dl 7 fh. 
we tie ee i ae 
ot MOTPORE? wha ogedas wis soktaxms i 


- of 4 heen ° it 9 "3 r [4% my : aE =e 1.) Sone anered ° 4 ee 
SOMAAUGUI AYLI HHT 4O MOLTI20¢ sHT | 


| -MEDGYS JALOMAMTE MAIGAMAQ SMT ME YARAUGME = | 
een vismiag ited to edneupeanoonal oe 9. |) 19H ly 
: er elit edd ,eeidiunas Soe sonsiwenk olfl grtbivonrg 
ys | seilrsibemistar I[stonsnit toasdxoqmt aeed svsd selnsqmos 


OOl asdd stom t01 motveye istonsatt netbsasd: edd mtddtw 


| «8169 

OUIVAG SOMATUGMI BEI le a 
adivee asibsnsd to nott10q jnsét thagte ee S.# or = 

-aeldsqmoo sonsivant etil edt Aguoult belLoenmsdo et jt 4 

: ‘oftieoq tastzogmt yrev s aetquoso yiteubat edt ,soneH |S! 

2 netiqqua s as taxdtem Istitqso wo to siutounte odt at et 

seiays asllob agnivse orecdiT abet Inemteovat wen to MM 

yi 


to ebofieg anol tevO .smoont dgoomteasvat bas eoldiuane 

aaitw YiIsv od beboaed esd snives sonsituenk stk omrs 
to .qidanottsio1 atdt to sonsnetntsM .emoont Laroetsg 
QT 


evitositts svidcslex eviteles art sNoqu bnegeb Iitw .seiu0)S 


bos sodsivent tol amuimerq ~ eso muos Lseqtoaiaq owt mort {el . 
ffow es Isubivibnat edt rot sntvee to mrot atds to eeon 


bas ofmonoos sldaete yidacoess: s to eonsisverq ert es rg 
-tdemnorivae Letonsatt |88 
sone want etki te sonsduoqmt ovidster ent &.h pes 


jayslaatb dotdw e.} elds? mt disot tee at sbsens) at anitvee 


bos 3natvsa sonsiwent bedamites neewted qtdanotisie: arid 
10% ganivea [sdoaieg bas smoont [snoateq eldseogelb aitod 


.0d-d80CL botteq ond 


sonsemmedt stil betdsmites to anottsvineb on? ds 
-d.4 ofdsT at awone et O8-O@CE botreq snd 40% gaivse 


_{stos To dnsmoqmoo elgate teaegusl odd ef omoont mutmerd | 


; é 


ae ite. . 


o 


i iT >: 


Nethercut & Young As 5L 


Terente, Ontaric 


income although it has dropped from 78 per cent to 72 

per cent during the perfods *"®his reflects the trend 
toward a greater proportionate sale of temporary or term 
coverage and the increase in the rate of investment 
Sarnings: 

45 Certain relationships are clear, In periods 
relatively free of extraordinary economic and financial 
events (such as depression, war or rapid inflation) 
annual changes) in insurance’.saving tend to move fairly 
closely with movements in disposable personal income. 

A prolonged economic decline tends to have a relatively 
heavier impact on this form*of saving than it does on 
income while on the other hand, in periods of rapid 
infwatcion, with income rising, the inerease in ‘Insurahee 
saving tends to respond more slowly. 

4.6 The period since 1952 has been relatively 
free of the extreme economic and financial developments 
that characterized the preceding 235 years. Disposable 
personal income displayed a relatively steady growth 

and as the period advanced there was an important slowing 
down in the rate of price inflation. Under such 
conditions life insurance saving appears to bear a fairly 
consistent relationship to disposable personal income - 
a relationship of the order of 1.75 per cent. In 1960 
this represented $450 million. 

47 The relationship between life insurance savin 
and personal saving, so defined in the National Accounts, 
is difficult to measure satisfactorily. The personal 
saving series in the National Accounts is the residual 


compenent of the calculation and as such may not be too 
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Table ha 


Life Insurance Seving, Disposable Personal Income and Personal Saving 


1926 - 1960 
Ae B. Gi 
Disposable 

Life Personal A Personal A 
Year Insurance Savin . Income B Saving 
cman (600,000) : (000,000) ; COOO;uuey ti(‘i‘ 
1926 $ 77 $ 3,961 1.94% $ 6419 18.4 % 
1927 83 4,175 1.99 282 29.4 
1926 95 h 495 od 181 =, 52.5 
1929 81 5 1.78 - 61 - 
1930 7h 4,267 ees - 100 - 
1931 63 3,552 eee - 221 - 
1932 29 2,951 0.98 - 2h3 “ 
1933 46 2,721 1.69 - 263 - 
1934 73 3,070 2.38 - lie - 
1935 80 3,268 2.45 » 70 2 
1936 89 3,452 2.58 Bin ae - 
1937 87 3,895 2.23 11 790.0 
1938 86 3,953 2.18 56 153.6 
1939 81 4,178 1.94 194 41.8 
19 8h 4775 1.76 287 29,3 
1941 108 59999 1.94 452 23.9 
1ghe 125 89 1,81 1,398 8.9 
1943 159 7, 344 2.17 1,536 10.4 
1944 172 8,027 2.14 1,753 9.8 
1945 178 8,311 2.14 1, 342 13.3 
1946 184 8,923 2.06 892 . 20.6 
1947 183 9,584 1.91 oh =' 37.0 
1948 192 11,079 1.73 994 19.3 
1949 208 11,8h9 1.76 926 22.5 
1950 209 12,688 1.65 662 31.6 
1951 228 14,794 1.54 1, 334 Wea 
1952 2h5 16,072 i52 * 1,291 19.0 
1953 279 16,904 1.65 1,312 21.3 
1954 307 16,984 1.81 809 37.9 
1955 342 18,239 1,88 850 40,2 
1956 343 20,153 + defo 1,320 26.0 
1957 344 21,274 1.62 1,202 28.6 
1958 LOT 22,914 1.78 1,674 2h.3 
1959 yyy 2h ,236 1.83 1,754 25,3 
1960 450. 25,084 1.79 1,675 26.9 
Sources: Dominion Bureau of Statistics and C.L.I.0.A. 


*Methods used to estimate life insurance saving are outlined in Appendix 3. 
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precise. Despite this limitation, however, ve BY clear 
that life insurance saving does represent Se $ORY 
‘significant proportion of total personal saving during 
the war years, when personal saving rose substantially 
and the percentage relationship of life insurance saving 
declined to around 9 per Bn € On the other hand, during 
the depression there was net personal dissaving in Canada 
and yet life insurance saving rémained positive. 

4.8 The period 1956-60 seems to show a relatively 
‘stable relationship between the two measures of saving. 
During this time, life insurance saving ‘appears to accoun 
for approximately 26 per cent of total personal saving 


in Canada. 


INVESTMENT REGULATION 
4.9 The investment operations of federally- 
registered life insurance companies in Canada must 
conform to the provisions of the Canadian and British 
Insurance Companies Act and the Foreign Insurance Companies. 
‘Act. These define certain broad categories of investment 
in which life insurance funds may be placed, and impose 
certain additional limitations within some categories. 
They also define certain investments which are prohibited 
4.10 Broadly speaking, the chief categories in 
which life insurance funds may be invested are as 
follows: 
(a) Bonds, direct and guaranteed, of the 
governments of Canada and other Commonwealth countries, 
the United States of America and other countries or 


subdivisions in which the company does business, 


adsl. gnivsa [snoareq [stot To soto nasties | 


yllsitastadue sao anives fenoa reg, actw e8tb9y TSW ond 
- | gaivea sonsivent sitll to qtdanolisier sedeiaelivety. dle bas 


|aatiwb .basd terto ext m0 tas teq @ bruots oft Dentloeb 


.ovidieoq bentsmet gniivse sonmsiwent stil tey bas 


iNleviceles s wode od emeee O0-deel boiteq onT iC BF 


omoivee to eexvasem ows oft meswied aidenottale: sf{dste 


mvooos of eriseqqs gotvese eonstvent oltfl emis ald? gate 
yotvse [snoexeq L[atos to tneo teq aS wLovemtxondas 10 'T 


yer, nt 


AOLTAIUDEA TUAMTGSVUL 
-yiistebet to enoltsreqo tnemigevat eat . @.8 
dJaum shana) aft asinaqmoo sonsiwaent stiri bevedatger 


detd tet bis cafbsns) sad to enofeiveng eAt o¢ mro'tnoo 


eptcsamod sonsivenl agfe1i0h edt bins toA eetnsqmod sons iwearnt 


Swine Das .beoslq ed vem abauit some uant ettl dotaw at 
»eettogetso smoa atdtiw eno boat tats Lsnotdtbbs nLst 199 
pbhocidtdo1q eis dotdw ednemdzevat aisdie enkieb oes yorT 
ak asitegetso tefdo sat .potigeqe ¢lhsord OL. 
as s1s beteevrl sd yem ebowt sonsivant eltl doldw 

| | :awollot 

ont io mall tae bas tosstb b donee (s) 


.getitavos déisewrommod remddo bas sbeosd ‘to Scie e reais 


»eeontleud esob vrigamoo ort do.tin at anoletvtbds 


: a a Panes - = . ee ta, i. tee ‘i ” 


| sbses0 af aniveaestb fenoereq ten asw syed aoLeserqeb edd 


atrnemdeeval to geftegedso bsord afet1es entteb eaedT ,toA- 


to gefutnvoo texto bis sofremA To eedsse betta orit | hs 


{ se 


| 


to 


Nethercut &é Young 


Terente, Ontario 


Ae55 


(b) Bonds, direct and guaranteed, of a municipality 
in Canada or any other country in which the company is 
carrying on business. 

(c) Corporation bonds fully secured by mortgage 
on property. 

(d) Equipment trust certificates issued for the 
purchase of transportation equipment for use on railways 
or public highways by a Canadian or United States 
corporation, 

(e) Corporation debentures, provided the 
corporation has consistently paid dividends.on its shares 
for at least the preceding five years or has had 
‘satisfactory earnings in that period. 

{f) ' Guaranteed investment certificates issued by 
a Canadian trust fe ephiees at provided the nore eken 
has consistently paid dividends on its shares for at leas 
the preceding five: years. 

-(g) | Preferred shares, provided the corporation 
has paid dividends on such shares or on its common shares 
(of at least 4 per cent of stated value) for at least 

the preceding five Hsp 

(h) Common shares, provided the corporation has 
paid dividends of at least 4 per cent of the stated value| 
of the shares for the preceding seven years. 

4-1) Mortgage loans on real estate not to exceed 
66-2/3 per cent of the value of such real estate, or loan 
in exgess of this limit if the excess is guaranteed or 
unsuited by a government, and mortgage loans under the 
cate Housing Act. 


(3) Real estate or leaseholds for the production 
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income, providing the leasing corporation has a dividend 
record that would qualify its debentures (see item (e) abdve) 
and the lease requires repayment of at least 85 per cent 
of the amount invested within the period of. the lease; 

in any case, this amount should be repaid in not more 
than thirty years. 

(x) Real estate for. its own use. Real estate 
‘acquired through foreclosure of mortgage loans does not 
qualify as an asset after a limited period of years. 

(2) Ground rents. 

(m) Construction and operation of low-cost or 
eee oes ane rental housing projects and the purchase 
and improvement of land for housing development, in 
accordance with the National Housing Act. The aggregate 
so invested may not exceed 5 per cent of the company's 
total assets in Canada. 

{n) Loans to policyholders on the security of 

the. company's policies. 

(0) Other investments not specifically authorized 
by, the Acts, in an aggregate amount: not exceeding 5 per 
cent of the company's total assets. 

The Acts also provide that: 

{p) No investment may be made in any security 

on which payment of principal or interest is in default. 
(q) No insurance company may invest its life 
insurance funds..in- the shaves of any other company trans- 
acting the business of life insurance. 

(r) ey No insurance Company may invest in more than 
30 peuie ont of the shares’of any one corporation, nor 


may 1% invest more than 15 per cent of its assets in commdn 
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shares: 

(s) A company may not invest more than 10 per cen 
of its assets in income-producing real estate. 

€o) No insurance company may make a loan to any 
of its directors or officers or to the wife or child 

of any such director or officer, except on the security 
of their own life insurance policies. 

(u) No insurance company may lend to any 
corporation if more than one-half of the shares of the 
capital stock of that corporation are owned by any 
director or officer of such insurance company or the wife 
‘er child of any such director or officer or by any 
combination of such xin ehe 

4.12 The SceeRhuEn insurance laws also contain 
provisions governing investment of life insurance funds 
held by provincial companies. 

4212 The investments in Canada of a non-resident 
company that ables dBeGended or vested in trust under one 
of the Insurance Acts (and these must at least equal 

the company's liabilities in Canada) are subject to the 
restrictions of those Acts. Investments not held in trus 
are subject only..to any applicable restrictions in the 
laws' of the country of origin of the non-resident company 
Ui 13 The so-called "basket" clause referred to in 
item (o) above permits investment in assets that do 

not meet: the specific eligibility tests. Some may be new 
types of investment that may in time be specifically 
recognized. Some will qualify in due course under the 
existing provisions as, for instance, they acquire an 


earnings or dividend record. The clause does not, howeve 
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permit investment in mortgage loans in excess of 66-2/3 
per cent of the value of the property (item (1) above) 
nor does it ease any of the restrictions in items (p) 

to (u). 

4.14 Within this framework there exists ample 

room for a significant variation in the conduct of 
investment operations by the individual companies as they 
guhempt to achieve their investment: objectives on behalf 
of their policyholders. From the viewpoint of.the econom 
participation is possible in almost every important area 


without severe limitation. 


Legislative Changes in 1961 


“KE15 The investment provisions of the Insurance 
Acts are kept under constant review by the life insurance 
companies and by the supervisory authorities and as the need 
arises amendments are proposed thereto. The investment 
provisions in the federal Acts were revised substantially 
both in 1950 and in 1961. The provincial statutes have 
been amended from time to time to reflect changing 
conditions. 

4.16 The major changes made in sted investment 
provisions of the federal law in 1961 were the increase 
in the valuation limit on mortgages from 60 per cent 

to 66-2/3 pericent, the inereasesirdmt3vper cent to 5 per 
cent on non-specified investments, and the increase from 
5 per cent to 10 per cent on income-producing real estate 
4.17 The amendments also provided that a segregate 


fund must be maintained for policies the reserves for 
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which von amount depending upon the market value 
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of a specified group of assets", namely, variable 
accumulation funds or variable annuities. Where such a 


fund is maintained, the 15 per cent limit on common share 


investments and the 10 per cent limit’ on income-producing 
real estate do: not: apply to the investments constituting 
a assets of the fund. © However, the 5: per cent) limit 
for non-specified investments does apply to each Segregat d 
fund. 
4.18 During the discussions with the regulatory 
authorities prior to the amendments, the life insurance 
companies had also asked for relaxation of both the 15 
per cent limit on common stocks relating to their regular 
lines of business and the provisions governing the valuation 
of assets. ©On the first point, the Association submitted 
the following to the Superintendent of Insurance in 1959: 
" “Although the Canadian companies presently 
hold much less than 15 per cent of their 
assets in common shares there is a strong 
feeling, both within the companies and 
elsewhere, (e.g., the Report-of the 
Royal Commission on Canada's Economic Prospects), 
that under appropriate market conditions the 
present limit might be too restrictive. Also 
some of the non-resident companies are now 
finding the limit resthietiess 
"Common share investments offer the 
companies an opportunity to participate in th 
growth of industrial and commercial corporatians. 
Naturally, the returns on such investments j 


must be attractive and at the moment other 
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forms of investment are, generally speaking, 
relatively more attractive for life insurance 
companies. However, the companies desire to 
be in a position to take greater advantage 
than the 15 per cent limit would permit of 
such market opportunities as the future may 
present. The companies therefore propose tha 
the limit be raised to 25 per cent." 
4.19 On the matter of valuation, the existing law 
provides that the Canadian life insurance companies must 
value bonds, debentures and stocks at market values at 
year-end, except for redeemable securities not in default 
issued or guaranteed by Canada or any province, the 
United Kingdom or the United States, which are to be take 
at amortized values. (The smorecnzel eddue exception was 
added to the law in 1950). The value of all securities 
in the annual statement lit not exceed in total this 
combination of market and amortized values. In view of 
the fact that the obligations of the life insurance 
company do not fall due at any one time and are of a long 
term character, the majority of the companies believed 
that futther rélief from the constraints of year-end market 
valuation was desirable. They pointed out that a sharp 
shift in the market can result in substantial temporary 
encroachments on surplus funds. This tends to produce 
inequities as well as leading to unwarranted conclusions 
regarding surplus depletion in the incidence of distri- 


bution of surplus to policyhdlders. 


W 
4,20 The Association's 1959 submission on this 


point, based on the majority view, proposed two changes 
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in the valuation standard: that (a) municipal securities 
of Canada, the United Kingdom and the United States of 
America and (b) securities of states of the United States 
should be added to the list of those securities for 
which amortized values are to be used, and that for all 
other securities and shares the average of the three 

most recent reap eend market values should be used. It 
was suggested that the use of amortized values for 
municipal securities would reduce very greatly the 
volume-of work in the Department and in many of the 
compantes in arriving at year-end values. Another reason 
put forward was that central, provincial and state govern 
ments. had assumed increasing responsibility for municipal 
financing in all three countries and that this has tended 
to raise the status of these securities. Also, it was 
observed that there had been some very sharp, temporary 
changes in the market values of corporate securities 

and shares in recent years and that the market price 

at any one point of time does not necessarily reflect 

the intrinsic soundness of the securities or shares. 

The use of an average of three year-end market values, 
~4t was “believed would give a more accurate picture of 

the long-term value of corporate securities and shares 
and would give the companies time to adjust their balance 
Sheets to new situations. 

421 The minority view was that any extension 

of amortized values was likely ae inhibit trading 
operations because the companies, under the discipline 

of market vatues, are less likely to be concerned about 
Sealazed Losses on sale. 
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4,22 The federal authorities were disposed not 
to ease the 15 per cent common stock limit or alter the 
valuation provisions at that time. Their decision was 
to some extent tied in with their willingness to remove 
the limits on common stocks and income-producing real 


estate for segregated funds. 
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A,63 
LIFE INSURANCE ASSETS IN CANADA 


4,23 Assets held for the protection of life insurance policyholders and 
annuitants in Canada totalled $8-1/4 billion at the end of 1960 
(see Table 3.k), 

42h The total assets of the Canadian federally-registered companies 
amounted to $8.6 billion, As mentioned previously, of this total 
$2.9 billion were held outside Canada for the protection of policy- 
holders and annuitants abroad; the remaining $5.7 billion were held 
in Canada. Assets held in Canada by United States, British and other 
European companies against their life insurance operations here 
amounted to $2.3 billion. Thus, total life insurance assets held 
in Canada by the federally-registered companies were $8.0 billion. 
The total for provincial companies was $250 million, 

4,25 Table 4.c shows the growth in the assets of the federally-registered 
companies since 1935 and analyses those assets by broad investment 
categories. Table 4.c 


Life Insurance Assets Held in Canada by Federally-Registered Companies 
(000,000 omitted) 


End of Mortgage Real Policy Other 

Year Bonds Stocks Loans Estate Loans Cash Assets Total 
1935 $ 918** $ 158 $ 348 $ 76 $ 239 $26 $ 63 $1,828 
1940 be hg 179 351 ae 210 26 60 2,220 
1945 2,222 101 280 36 152 28 67 2 ,886 
1950 2,710 131 769 58 178 50 6101 3,997 
1951 2,707 131 978 69 199 tar JO9 4,236 
1952 2,791 143 be GE 97 213 HG” U6 4,522 
1953 2,902 153 1,297 110 225 ko 8=— 131 4,858 
1954 3, 040%% 174 1,519 135 2ho 35 83 5,226 
1955 3,052** 206 1,812 157 250 36 86 5,599 
1956 3,078** 221 2,120 183 270 kL 96 6,009 
1957 “S,257%% 215 2,367 223 295 47 = 107 Gy 521 
1958 3,393** 235 2,529 250 305 54 167% 6,933 
3909 3,625** ahi 2,787 267 S23 42 = 189% 7474 
1960 3, 876%* 26 3,011 285 344 hQ 196% 8,007 


*The 1954 and later figures for "Other Assets" are on a revised basis due to 
changes in the annual statement form. 


*Includes life companies' own stock purchased under mutualization plans. 


*¥The breakdown for bonds can be provided only for 1935 and 1954 and later 
years, Data required for the analysis for the years 1936-53 are not 
readily available: 


1935 1954 1955 1956 1957 1958 1959 1960 
Gov't of Canada $ 273 $ B40 $ 783 $598 $538 $557 $617 $ 699 


Provincial 222 354 354 389 415 41h 462 526 
Municipal-Canadian 205 328 374 399 4O7T 456 507 547 
Corporate-Canadian 150 1,407 1,449 1,600 1,749 1,858 1,924 1,983 
Foreign linea = eae & 92 2 pmamncse 80 pera 52» pac pina We A apes Mase 4 


SS 


$ 918 $3,040 $3,052 $3,078 $3,257 $3,393 $3,625 $3,876 


SS 


a AGAMA WI BYHERA sOmASUeHT au dese ne ae 


OL to bas edt ta montttd es batlader serie) ie na anne 
VR gta eldet eee) ‘ 
aotnagmos beysdetger-yilerebet cakbans) add to adezaa Iadot edt 4S.H 
Letot aist to .ylawotverg benoktwem eA mobi iid 3.88 o¢ Sedavomes 
-yotlog to noftostotq edd tok ebsisd ebbadue Led tee aorkord. 0.s8 
blot orow notiftd 7.28 antatamer odd ,bsotds stastivnas bas etsblord 
‘maMdto bie delitvd ,astete bedicl! yd ebens® at Sled ateseA scabies al 
ered anotteragqo sonaxvvankt stil tredd teantegs eoelnaguos nasqo wd 
bled adores soneuwanct etl Latod audT «.oolkittd 6.36 of betayome 
mokiltd 0.88 sraw astasqmoo beretelesi-yllarebet sdé yd sbaned at 
MOLL L tm 08289 sew eotnaqaos Letortvorg sot Latod edt 
betdeal geste Ltetiebee ett to ateaus end nt dihwows edd awora oud eldest @s.4 
| inamteoval bsord yd edeaas saott seaylens Bra @feL eorke aeloagcmos 
| | 9.4 sldat ,agtrogedeo 


b 


selnsgmod botetatgen-yilseredeT Rr ebsns) of Biel atesaa constant ated 


ma ep eilhtin ana tele a ye aon ee re eat 


(Bsttimo 000,000) 


| tensO wp btod isefh saegdtoM to bat 
detot ateeeh dead _ensod staded _emgot sdapye sbdok __zeet 
838 £8 fo @ ose ees g ay 4 bile 8 Berg Ole @ séeL. 
oss, s rs) as OLS vv Lee. eye Fle t oer 
688 ,S yo 88 Ser oF O8S LOL ggs.3 eer 
FORE LOL O08 ert 88 Ray Let oLy,.S OgeL 
dEs,# cor Et! eet ee, Bye cet. RR RR 
‘$a 4 Bit eal FILS ye COS eds Ley,.S sees 
828.4 £eP oe ess Olt yes, L Pet $oe,S Eel 
asgye on 2 Off REL QL? f Hye = weoro,e = ABO 
e028. 2 36 oF 0eS Fel BEL SOS #RQAO, E Fran | 
00,9 oe £4 OFS. FSL OSt,.8 £s¢ eNBTO, £ deel 
LI8,3 yor yi ees SSR). ee ers wiyes.e 86 Fee 
EER, *yOL fe: ROE O@s Ga¢.S RRS. WRRREE mee 
BAY *e8r si ESE vos yey, 8 4S  #eeS0.€ = eet 
yoo,8 = *der ei ie <8 LL0.¢ ots *#87G,.6 odet 


of ouh atsed beaiver s no ove “adeacd vadto" 40% aotumtt wdel bose Heer ont 
| sot dosmotats Lavans sdé at segaedds 


,enelq motsastievtum tebuy boesdowug Moo¢a gwo 'dektnagnion str asbulont* 


tovel bas #2@0f bas eg0OL sot yLno bebivotg ed neo abnod tot awobdestd odie 
gon ote Fe-dFOL avesy add tot ateyisis eds tot beriiper stad .ataey 
solidalisve yllbast 


Yeel ocQk Eeer Heee geeL . 
eed ge TL j Yee # “See @ Gees coy ¢ of6 & e¥s & absasd to t+'vop 


.2) 

ty 
oO 

bea! 

rg?) 
wu 
2) 

eed 

a 
fu 
142) 

In 


bee) |” Se) les” ca ee) Age | ee Bee Latomtver% 
Fe. « FOr dey ysi eee “Ve =: BSE 208 cat banunotpehetendl 
cBo.r dSopE  BeB. Leer el OOd.L ewe Towle Gel  metbansd-sdeioqxed 
cee en coe, a. ae. ee oy es agiorot 
| BBG Bet ceesgh Tea STO SBOsGt Oth St | 


a ae ee Py 
ys hate. oo i) Ce Pl eee ever oe 


‘bos eebkodeod tats exteidrnisk StEL to soidesdorg ny so? tod etoaca 3 


A. 6h 
4,26 The average annual rate of growth for each five-year period since 


1935 has been increasing. This is set forth in Table 4,d. 


Table 4.d 
Growth of Life Insurance Assets Held in Canada 


(Federally-Registered Companies) 


Increase 

Period in Assets Rate of Annual Increase 
(000,000) Ad a oh ia eid 

1936-0 $ 392 ho % 

1941-45 666 5.4 

1946-50 by dd Lene. Sod 

1951-55 1,602 750 

1956-60 2,408 7.4 

Total $ 6,179 Bd 


4,27 Table 4.e shows the net change in invested assets by 


category for these 5-year periods, 


Table 4.e 
Net Change in Invested Assets Held in Canada 
(Federally-Registered Companies) 
(000,000 omitted) 


1936-40 1941-45 1946-50 1951-55 1956-60 


Bonds $ 399 $ 905 $ 488 $ 3he $ 682k 
- Stocks : 21 - 78 30 75 ho 

Mortgage Loans 3 - 71 489 1,043 1,199 

Real Estate yh ~- 42 one* 99 128 

Policy Loans - 29 - 58 26 72 94 

Cash - 2 22 _-i 13 

Change in 

Invested 

Assets $ 395 $ 659 - $1,077 $1,617  $ 2,298 


4,28 In the period 1936 to 1940, the net increase in the life insurance 
companies! inveltments went mainly into bonds, as other types of 
invGethent were either not available in sufficient quantity or were 
not regarded as suitable from a quality viewpoint. The relative 
inactivity in the construction field is reflected in the minor 
changes in the mortgage and real estate categories. There was some 
reduction in the high level of policy loans that were outstanding as 
@ result of the depression. 

4.29 The years 1941 to 1945 reflect the channelling of not only new funds 


but also repayments on account of all other categories into war loans. 


r j j ; vo a 
: ott : \ . 7 
ql 7 : » 
a ae 2. 
U . ; veal 
an : 
| 


Pa? 


a 


& a8 . 7 ; yt 
Bi -. ev * z f ed 


ar + is A ee 
i rs Sam, a : vii ns 4 ; ; y* : ae Th: 


oi 


: ' § 
: P } "4 » 


ba ponte ssi cany-ovtt Mae wot too ey ‘Sole 


Ves oe! i Heit gh Jp 
ei bail olgat ak eet | de et take sgaeseroat 
we ees | il oe iva 
a : 
, 
: (estnagnco sicuiinaniaidtbmdiaiis 
/ Na, opie nade Simek Aas au uty na 
i aagotonl LaunrA To edett adoagh st 
(' hg VS - | at Ve Be nail : ' wl 
WabA* ‘ im 
ab thea, ob oe a Gi: < os, 
oe | ae: 808 | dle SHOT 
‘ y.0 oraae O2-d4er 
ay Boils H-BVEE ’ 
Des ejf.d 4 CF ee 7 
wld 
veel a¢sees hodaevat nt ssmado don exis awotla oe. sida?  TS.dl | 
i at sabolreg teey-¢ saedd tot yrogedes pied 
a | ahs fi 
, j ‘9,t slider 
ate sbanso ot bis atoasA bedeovn Hh. Dy sit) to 
+ (aatnsqmod ‘betetetgot-yllerebst) 
h, PAS 
vse thd | (beddimo 000,000) | 
gy  pQBSOSRE, SEntpel OREBNe. oe tIGL, OER Hee 
BA) aetna oe Lee a, : 
ieee eS eS 684 $ ees QCE @. abhod | 
Deletes ke & en 8y - fs Bagode 
wee. ee EHO, £ — BH Ips € enact ege_dtom = | 
le Sg ae ee | $3 fi. ae edatei Teoh ; 
ee ee a 6? « ' OS -  ameod yobLod 
‘ } ‘ele; >) es ) fi - Be, is ; Sites ; Py non 
Ose Tetd ole ooh ae ~adeaeA 
i ~ posenuect etif ont ai casetoat don odd pONRL ot SECL bolueg edd ot 8s. 
to esqyt yoddo se ,abnod ovnt ylatem tnow atnsmtacvat ‘astasqmoo 
etew to ytidneup dmeiottiwa at eidaltava ton roitis etsw dnemtsovat 
eviselor eft  dntoqwetv ytilavp s mot? sldedise 8s bebreger son 
iy ronim srif mt bedosltsi et SLolt moktowttenoo sdt ol Ystivitosnk 


; emoa asw otodT sattorstes edatae eet bie egegdtom sxit ak aenaedo. 
‘es patbnstastvo stew tert ancol yollog to Level dain erts at notdoubes 
nekeasrqed. end to digest Bw 


ly 


abot wen yloo don to ankf Lerma ont toslter eet od L0L asasy ont esd 


ct etm | 


A.65 
In 1945 bond investments accounted for 77% of assets while mortgages 
had fallen to 10%. Figures are not available showing the Government of 
Canada bonds held in Canada by the life insurance companies during the 
war period. However, other figures will illustrate the extent of the 
companies' war-financing. At the end of 1939 the Canadian companies 
held $269 million in federal government bonds - 18% of their Canadian 
assets. By the end of 1946 these figures had risen to $1,229 
million and 54% respectively. Government of Canada bonds held by all 
life insurance companies rose from $525 million at the end of 1939 
to $2,265 million at the end of 1946, 

4, 30 During the post-war periods, although new funds have been channelled 
into all categories of invested assets, the emphasis placed on 
mortgage loans and in the last two periods on real spree is apparent 
in Table 4.e as the companies have endeavoured to regain a larger 
measure of diversification. 


4,31 Changes in the percentage distribution of assets is shown in Table 4.f. 


Table 4.f 


Life Insurance Assets Held in Canada by Federally-Registered Companies 


Percentages in Various Categories 


End of Mortgage Real Policy Other 

Year Bonds Stocks Loans Estate Loans Cash Assets Total 
1935 50.1% 8.7 19.0 4,2 13.1 1.4 Pe 100.0 
1940 59.3 8.0 15.8 3.5 9.5 1.2 2.7 100.0 
1945 77.0 3.5 9.7 1.2 5.3 1.0 2.3 100.0 
1950 67.8 3.3 19.2 1.5 4.5 1.2 2.5 100.0 
1951 63.9 3.1 23.1 1.6 4.7 1.0 2.6 100.0 
1952 61.7 3.2 24.6 2.1 4.7 ee 2.6 100.0 
1953 59.7 3.2 26.7 2.3 4.6 8 2.7 100.0 
1954 58.2% 3.3 29.1 2.5 4.6 oy | 1:9 100.0 
1955 54.5% 3.7 32.4 2.8 4,5 ie) 1.5 100.0 
1956 51.2" 3.7 35.3 3.0 ALS 7 1.6 100.0 
1957 50,0%* 3.3 36.4 3.4 45 8 1.6 100.0 
1958 48, 9#* 3.4 36.5 3.6 44 ne 2.4% - 100.0 
1959 48, 5#* 32 37.3 3.6 43 .6 2.5% 100.0 
1960 48, yaw 3.1 37.6 3.6 4.3 26 2.4% 100.0 


* Includes life companies’ own stock purchased under mutualization plans. 
** The breakdown for bonds is available only for the following years; 
1935 1954 1955 «1956 1957 91958 §=— 1959 1960 
Gov't of Canada 14.9 265k) eG 0G 8.8 8.0 8.3. Bay 
Provincial 12.1 6.8 6.3 6.5 6.4 6.0 6.2 6.6 
filcipal conadian 31.2 63. 6.7 66 65 6.6 68 6.6 
Corporate - Canadian Gia 26.9%" 2559 “ 2636 26.8 2G Meo. 7 ee 


Foreign 357 a, 1 1.6 1.5 2.0 as § 15 1.6 
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LIFE INSURANCE COMPANY INVESTMENT FLOWS 
Acquisitions 
4.32 Table 4.b. shows the volume, trend and 
derivation of life insurance saving in Canada for the 
period 1950-60. In order to show the other side of the 
coin, namely, the investment activities of the industry 
in Canada during the period, it has been necessary to adopt 
the. device of the s taitmtiecet 2 sample. The following 
material is based ona seth of the life insurance companies 
that have reported their investment transactions to the 
Association since 1952 for transmission to the Bank of 
Canada. In 1960 these companies accounted for 76 per 
cent of the assets held in Canada by all companies. The 
broad #rends evident in the-investment operations of thes 
companies, we believe, are representative of the industry 
as a whole and the sample is sufficiently large and 
representative to permit broad judgments to be made of 
the relationship of the life insurance industry to the 
financial system. 
4,33 Table 4.g portrays the acquisition of new 
Canadian investments by this group of companies since 
1951. These figures are about as close a measure of the 
gross investment activities of the industry in Canada 
as available data permit. | 
434 Even this measure of life insurance company 
investment activities has certain important limitations. 
Acquisition data include Treasury Bills and other short- 
term paper which may be turned over several times in the 
course of a year. This tends to overstatement. There 


also exists some variation in the companies' reporting 
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“ay methods which, in effect, may cause certain non-cash 

2 et aus to be included in the figures. Another qualification 
3]/ -is the inclusion of exchanges of one form of security 

4 for another of the same issuer on a negotiated basis 

5]} and similar doublt-counting arises with regard to 

6]| renegotiated mortgage commitments. 

7 435 | Despite a Semen limitations, an 
8 examination of the industry's investment .activities 

9| from this viewpoint does “permit the formation of a more 
10 roundea We esta et the magnitude of its involvement 
11 in the various segments of the capital market. 
12) 4, 36 The seer thea growth of the money 
13] market in Canada during the 1950's greatly increased 
14 the participation by Feaecapan tes in the pisces 

15|| ‘market Although gur ing “the period the industry substan- 
16] tially reduced its holdings in Government of Canada 
17/ securities (See Table 5.k), the data in Table 4.g indicat 


18 that particularly from 1954 on there were substantial 


19] acquisitions also. 
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Table 4.g 


6 
Gross Acquisitions of New Canadian Investments Baas 
(la Companies holding 76% of Life Insurance Assets in Canada) 
(000,000 omitted) 

Category of Investment 1952 1953 1954 1955 1956 
Gov't of Canada Securities * $ 30.4 $45.4 $331.2 $282.9 $271.6 
Provincial Bonds * Saray Pe 8 26.8 72.2 46.0 54.0 
Municipal Bonds * 33.1 25.2 31.3 42,9 48,3 
Corporate & Other Bonds 171.8 227.9 173.9 130.1 236.7 
Preferred & Common Stocks Ta 8.7 6.0 12.7 | 8,2 
Mortgage Loans 220.7 273.0 357.1 43,2 478.6 
Real Estate 16.8 15.7 29.7 28.9 30.5 
Policy Loans 49,1 51.0 55.6 54.4 61.8 

TOTAL $570.2 $673.7 $1,057.0 $1,041.1 $1,189.7 
1957 1958 1959 1960 1961 
Gov't of Canada Securities * $160.5 $552.6 $328.8 $361.8 $328.8 
Provincial Bonds * 4.7 33.2 62.4 Bes OE 
Municipal Bonds * 34.8 37.0 53.2 Slit =. O40 
Corporate & Other Bonds 15335... 200.6... PO8B.9... 2b5.2. - 275.8 
Preferred & Common Stocks 10.3 10,5 13.7 10.0 32.0 
Stock purchased for 
Mutualization - 65.1 43,1 13.2 11.3 
Mortgage Loans 397.4 372.7 LUG, 3 468.2 542.4 
Real Estate 45.8 32.8 22.5 30.1 18.9 
Policy Loans 71.0 66.2 70,7 ert 4 ata 
TOTAL $958.0 $1,370.7 $1,249.6 $1,341.5 $1,493.8 
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Source - C.L.I.0.A. 


* Includes guaranteed bonds. 
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During the period the life companies' purchase of provincial and 
municipal bonds was relatively stable from year to year until 1959 
when the volume of purchases began to show an increase. The normal 
determinants of this investment are the interest rates available in 
this area relative to other forms of bond investment, call provisions, 
the availability or volume of new offerings and the credit standing 
of the individual borrowers. 

During the period corporate bonds were purchased in relatively large 
amounts. Again no clear trend is apparent although, as with the 
provincial and municipal categories, buying increased notably 

since 1959. Relative attractiveness in terms of yield, availability 
and credit standing determine the industry's approach to this area 


of the market as well. 


Net Investment Transactions 


During the period reviewed in Table 4.g total acquisitions by these 
companies tended to aggregate about three times the value of total 
net investment. If purchases of federal government debt are excluded, 
Since they include substantial turnover in the short-term market, a 
more meaningful measure of the relationship between gross purchases 
and net new investment to the medium- and lcng-term markets may be 
dbtaitea: This is indicated in Table 4.h. . 


Table 4h 


Gross Acquisitions of New Canadian Investments 
related to Net Canadian Investment 


(12 Companies holding 76% of Life Insurance Assets in Canada) 


A B C 
Total 

Acquisitions 
Total excluding Federal Total Net A B 
Year Acquisitions Governments Investment C c 
~ (000 ,000) (000 ,000) (000 ,000) ex y 
1952 $ 570 $ 540 $ 220 2.6 2.4 
1953 67% 629 265 eo 2.4 
1954 1,057 726 284 ao7 2.5 
1955 1,041 758 332 3.1 2.3 
1956 1,190 918 356 3.3 2.6 
1951 958 798 314 one ees 
1958 1,366 813 351 3.9 2.3 
1959 1,250 920 415 3.0 2.2 
1960 1,341 979 4.32 301 2.3 
1961 1,494 1,165 gg 3.0 2.3 
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4,40 Net investment transactions by twelve of the major companies in Canada 
for each of the years 1952-61 are shown in Table 4,1. This table 
displays the net flow of funds quarter by quarter into the main 
investment categories. ‘The predominant position occupied by the 
mortgage market as an outlet for net new money is illustrated in 

Table 4.j. During the period the major companies channeled between 
50% and 85% of new funds into this category. Bonds which were the 


next most important area of net new investment are also shown. 


Table hii 


Net Canadian Investment Transactions 
| Major Categories 
(12 Companies holding 76% of Life Insurance Assets in Canada) 


(000,000 omitted) 


Year and Real Policy Total Net 
Quarter Bonds Mortgages Stocks Estate Loans Investment 
1952 1 $ 34.5 $13.6 $- .8 $4.3 $ 2.9 $ 54.5 
at 28.9 22.8 1,2 4.9 NS 61.9 
III 3.0 38.0 - 42 3.9 3,2 47.9 
IV 13.7 3778 rl 2.3 135 55.4 
80.1 112.2 3 15.4 pn 4 2194.7 
1953 I 58.1 25.2 - 1.6 2.6 2.2 8655 
tL 8.8 36.5 2.3 3.6 3.1 54,3 
III 20.2 42,3 ~ 5 4.0 2.8 68.8 
IV 8 46,5 hg 4,0 2,0 55.0 
87.9 150.5 1.9 he 15 1 264.6 
1954 I 36.1 29.9 = 1.5 3,0 3.0 0.5 
II 9.0 42.6 pl Sagi 7.2 3.8 61,8 
Tit ~ Teh 70,0 - 2,4 7.2 3.0 70.4 
IV +948 77.8 1.5 9.7 2.3 81.5 
27.9 220.3 = 3.2 OT. 1 To. 284.2 
1955 I 15.5 50.3 9 10.3 2.4 79.4 
II 14.8 56.6 = 1,2 4.9 2.6 Tar 
III ~19.2 96.4 ~ 2.5 7.2 NS 83.8 
IV 5.5 81.5 TK) We) 1.2 94,1 
16.6 284.8 1;2 2h, 3 8.1 335.0 
1956 I 50.5 49.6 4 4,8 oT. 108.0 
nie é 8.7 61.0 1.6 8.5 5.4 67.8 
III ~19.1 95.2 vere 4.6 4,7 85.0 
IV « O69 86.7 -. 4 8.3 3. f 95.4 
19.8 292.5 1.2 26,2 16.5 356.2 
4957. I 33.8 45.7 Ig 3.9 5.4 90.2 
II 5.9 b2,5 oe pie 5.6 78.0 
III 2 Ds 63.1 Pe ay Bhy 4.9 (pera, 
IV Tse 46.0 26 16.7 2.8 ta 
44,8 207.3 2.6 hi 4 ile hy 314.8 


Sources: C.L.I.0.A. (continued) 
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Table 4,4 (continued) 


Net Canadian Investment Transactions 


Major Categories 


(12 Companies holding 764 of Life Insurance Assets in Canada) 


(000,000 omitted) 


Year and . Stocks Real Policy Total Net 
Quarter Bonds Mortgages Other Own* Estate Loans Investment 
1958 I A7ki@>* 33,6 $10 = 46S 8 $ oh.7 
‘it 19.2 29.4 oh hho " 2.7 103.3 
III - 4,6 48,6. Pa: Mirage 6.4 2.6 55.4 
IV 15.8 57.5 2.6 13.5 17 bi f 97.2 
101.4 149.3 3.3 60.6 28.0 0 350.6 
1959 I 102.1 15.0 1.6 9 2.4 ek 123.1 
it 16.6 56.6 1,622.0 2.8 1.9 101.5 
III 12.2 Tost 9 14.8 3.8 5.4 113,8 
IV ~ 6.5 65.7 - 4 4,9 6.5 6.4 76.6 
124.4 214.0 7 4e.6 15. ih, 415.0 
1960 I 744 30.0 SO. kas 7.0 6.4 118.5 
II 30.4 56.3 3.0 - 5.6 5.8 101.1 
III 34.2 62.5 oT Pave '8 5.2 4,3 114.7 
IV 16.8 71.1 2,0 3,4 1,7 2,3 97.3 
155.8 219.9 Bil 18.5 19.5 18.8 431.6 
1961 I 93.9 37.7 Bid ol 5.6 3.2 145.6 
II 25.9 62.4 Tee ri 2.1 3.8 101.4 
Dit 24.6 a 4,665) %50 2.5 3.2 113.9 
IV 37.6 89.8 i aes A 2.2 2.4 137.9 
182.0 261.1 19.4 11.3 12, .6 498.8 


| 
| 
| 
| 


Source: CsLeIsOA. 


* Own stock purchased for mutualization. The differences between the 1958, 
1959 and 1960 totals and those in Table 4g are accounted for in the main 
by non-cash transactions. 


Table 4,3 


Net Canadian Investment Transactions - Bonds & Mortgages 
(12 Companies holding 1H of Life Insurance Assets in Canada) 
Total Net Net Investment % Mortgages Net Investment 4% Bonds 


Year Investment in Mortgages to Total in Bonds to Total 
(000,000) ~ (000,000) — See ee. REO YO Bn: ae 
1952 $ 220 $ 112 50.9 $ 80 36.4 
1953 264 150 56.8 88 33.3 
1954 284 220 77-5 28 9.9 
1955 335 285 84,8 16 4.8 
1956 356 292 82.0 20 5.6 
195 345 207 65.9 hs 14.3 
195 351 149 42.5 101 28.8 
1959 415 214 51.6 124 29.9 
1960 432 220 50.9 155 35.9 
1961 499 261 52.3 182 36.5 


(bettinea 000,900) 
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4.4L Net investment in bonds has followed a definite pattern during the 
period, Between 1952 and 1955 the amount of net investment in bonds 
by the companies showed an 80% decline. However, since 1957 net 
investment in this area has shown a marked increase. It should be 
noted, however, that this category encompasses all forms of bonds, 
‘including short-term Canadas, The movement within the "Bonds" 


category is shown in Table 4.x, 


Table 4.k | 


Net Canadian Investment Transactions 
Classes of Bonds 


(12 Companies holding 764 of Life Insurance Assets in Canada ) 


(000 ,000 omitted) 


Year and Gov't of 
Quarter Canada ’ Pprovincials Municipals Other Total 
1952 I - 10.4 $ 13.1 $ 8.9 $ 22.9 $ 34.5 
si II ' - 7.9 4,3 5.7 26.8 28.9 
III © § 52 - 5,0 3.5 9.6 3.0 
IV - 25. 6.5 3.9 28.6 La « 
o 48,7 18.9 22,0 87.9 ie 
1 I - 18,4 3.7 3.8 69.0 58.1 
arty II - 16.9 - 6.3 1.4 30.6 8.8 
gal ws Pe 6.7 a ee 20.2 
IV * 8.9 bcd 2.9 dis ® e 
- 4h,3 1.2 0.7 120.3 87.9 
1954 1 - 12.8 10.6 4,3 34.0 36.1 
II - 41.6 16.9 5.0 28.7 9.0 
III - 22,5 ~ 7.4 5.5 17.0 - 7.4 
IV - 19.3 - 4g 2.1 12.8 - 9.8 
- 96.7 15.2 16.9 92.5 27.9 
1 I ~ 6.6 9.6 5.5 7.0 15.5 
4 II «9.7 - 2.8 2.0 25.3 14.8 
BLE ~ 3.3 ee pee 3.3 14,4 -19.2 
IV - 19.9 - 2.8 sh ae 16.5 5.5 
om 39.5 ig hed 22.5 34.7 16.6 
1956 I = 4o.0 5.2 6.1 19.2 50.5 
i“ II - 60.5 7.0 14.4 30.4 eS OM 
IIT - 23.8 a f 3.5 5 “29.1 
IV - 27.7 4.8 4.2 15.8 « 2.9 
-152.0 17.7 28.2 125.9 19.6 
vf I ~ 12.1 6.5 8.9 30.5 33.8 
ou II ~ 714 F - 5.1 «28 2h.5 5.9 
III - 59 ~ 4,8 9 rd - 2.1 
IV PVG 13.5 5.3 1952 7.2 
- 51.4 10,1 13.3 72.8 4h 8 


Source: C.LI.0.A. (continued) 
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Table 4, (continued) 


Net Canadian Investment Transactions 


Classes o 


ondas 


(12 Companies holding 764 of Life Insurance Assets in Canada) 


(000,000 omitted) 


Year and Gov't of 
Quarter Canada Provincials Municipals Other Total 
1958 I $ 38.8 $- 1.1 46 .-.. § 28.7 $ 71.0 
II - 5.9 - 4,3 2.3 27.1 19.2 
III ~ 14.4 - 5.4 Saar op 4 16.3 - 4,6 
IV 9.3 {1 9.3 sad J 15.8 
27.8 ~ 3.7 15.1 62.2 101.4 
1959 I 30.2 12,6 12,0 47.3 102,1 
II 9.4 ~ 1.5 7.7 1.0 16.6 
III 1.4 19.9 6.8 -15.9 12,2: 
IV = 9.1 oP) 5.2 bo ree = 6.5 
31.9 36.5 31.7 2h, 3 4k 
1960 I 21.7 1.9 To 4 43.4 They 
II «a. 80 23.6 7.6 7.0 30.4 
III 3.3 16.4 8.3 6.2 34.2 
IV ho, 1 ~- 6.3 - 8 -16.2 16.8 
57.1 35.6 22.7 ho, 155.8 
1961 I 15.3 he.5 16.0 20.1 93.9 
II “10.8 16.6 - .1 20.2 25.9 
III - 3 m4 6.7 ae | 24,6 
IV -15.8 3.5 say k 6.8 37.6 
-11.6 99. 35.7 58.2 182.0 


Source: C.L.I.0.A. 


During the period the life insurance companies were net sellers of 


Government of Canada bonds in every year except 1958-60, net buyers 


of municipal and corporate bonds in every year and net buyers of 


provincial bonds in every year except 1955 and 1958. The purpose 


behind this shift was to increase yield and gain diversification by 


category and geographically. 


Net investment in real estate increased 


in importance until 1957 but since that time has shown a 


significant decline. 
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Nethercut & Young A.7k 


Terente, Ontario 


4 AZ Net increases in share holdings year by year 
absorbed an insignificant portion of net available funds. 
However, since 1955 a gradual increase in net new invest- 
ments in this area has occurred. The year 1961 showed 

a significant increase in stock purchases. In 1957 
legislation was enacted to enable a Canadian life insurance 
company to mutualize anda portion of investable funds 
has since been used:for this«purpose.. This: is shown 

in table 4.i for the period 1958-61. 

4 Ay Throughout the period, policy loans have not 
‘required the use of a significant percentage of: net 
available funds - not more than 5 per cent on the average. 
It appears that the principal determinant here is the 
degree of tightness in the credit environment. Tight 
money conditions have been Spo onbar ted by utilization 

of thet contractual right of policyholders to take policy 
loans although the relatively minor movement suggests 
that policyholders use this avenue of credit as a last 
resort. 

Flow of Funds for Investment in Canada 

aS) x Table 4.1 illustrates the make-up of the net 
new funds available for investment in Canada during the 
period. It attempts to isolate two important elements - 
transfers from abroad and policy loans. No particular 
trend is apparent in.the transfer series. During the 

10 years under review, however, these transfers have 
amounted to between 6 per cent and 15 per cent of net new 
funds invested in Canada. The year 1956 was an exception 
when transfers from abroad accounted for 23 per cent. 


This may have been due to the trend toward greater strengt 
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A.75 
-in the Canadian dollar at that time, 


the existence of 
large mortgage commitments in Canada and higher yield 


relative to 1955. 
“4 46 


spreads between Canadian and United States securities 


The only autonomous demand’ factor affecting 


the disposition of new investment funds is the exercise 
by policyholders of their contractual right.to borrow, 


but in the period under review they have 


absorbed 
a relatively unimportant percentage of total funds 
invested, 


PROPORTION OF CAPITAL NEEDS MET BY THE LIFE 


INSURANCE INDUSTRY 
4 AT 


The life insurance industry is responsible 


for channelling a large fraction of Canadian saving to 


meet the capital needs of the Canadian economy and in 


doing so is an active participant in most segments of 
the capital market. 
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Table 4.1 A.76 


Flow of Funds for Investment in Canada 
(12 Companies nolding 764 of Life Insurance Assets in Canada) 


(000,000 omitted) 


Less Less 

Year and Total Net Investment Transferred Increase in Net 
Quarter in Canada from Abroad Policy Loans Flow 
1958 I $54.5 $ 2.6 $ 2.9 $ 49.0 
II 61.9 8.7 4 49O,1 

Pp ied 47.9 + 1.3 3.2 46.0 

IV 55.4 5.9 1.5 48.0 

219. 59 pg 192.1 

1953 I 86.5 + 1.9 2.2 86.2 
II 54,3 6.4 ca hh 8 

III 68.8 5.9 2.8 60.1 

IV 5.0 1.0 2.0 52.0 
264.6 11.4 10.1 243.1 

1954 I 70.5 ak 3.0 67.4 
II 61.8 3.8 3.8 54.2 

III FO oh, - 8.1 3.0 59.3 

Iv 81,5 10.9 e534 68. 3 

284.2 22.9 12.1 2h9,2 

1955 79.4 5.0 2.4 72.0 
II TH 5.6 2.6 69.5 

III 83.8 6.7 1.9 75.2 

IV 94.1 18.2 Lie sew A 

335.0 35.5 8.1 291.4 

1956 I 108.0 27.5 2.7 77,8 
II 67.8 +47 5.4 63.1 

III 85.0 20.2 4.7 60.1 

IV 95.4 35.5 Fs Ga 56.2 
356.2 82.5 16.5 257.2 

1957 I 90.2 12.5 5.4 72.3 
II 78.0 7.3 5.6 65.1 

III 71.9 9 hg 66.1 

IV 74.7 +2 2.8 as) 

314.8 20.5 18.7 275.6 

1958 I 94.7 10.3 2.6 81.8 
II 103.3 26.7 2.7 73.9 

III 55.4 + 10.8 2.6 63.6 

IV 97.2 5.5 wl 91.6 

350.6 31.7 8.0 310.9 

1959 I 123.1 712 5 Re 114.8 
i 101.5 8.8 1.9 90.8 

1i% 113.8 10.5 5.4 97.9 

IV 76.6 alto. 6.4 65.5 

415.0 31.2 14.8 369.0 

1960 I 118.5 10.9 6.4 101.2 
II 101.1 29.6 | 65.7 

III 114.7 14.2 4.3 96.2 

IV 97-3 6.2 203 88.8 

431.6 60.9 18.8 351.9 


Source: C.L.I.0.A. (continued ) 
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Table 4.1 (continued) 


Less Less 
Year and Total Net Investment Transferred Increase in Net 
Quarter _in Canada | from Abroad Policy Loans *F low 
1961 f $145.6 $16,2 $ 3.2 $126.2 
i 101.4 65 3.8 90.1 
III 113.9 8.8 3.2 101.9 
IV 137.9 15,8 2.4 119.7 
498.8 48.3 wero 437.9 
Sources, Oc LeI.0.As 
448 The dmportance of mortgages in the insurance companies! investment 


operations has been commented upon. Table 4.m provides another 
“measure of the importance of the part played by the life insurance 


industry in the financing of housing, 


Table 4.m 
Life Insurance Company Participation in Residential Mortgages 
(000,000 omitted) 


1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 


ee ee ee 


Lending Approvals 
For Residential 


Mortgages (1) $468 $550 $816 $1,075 $877 $902 $1,407 $1,234 $938 $1,358 


Lending Appro- 
vals by Life 
Companies $313 $368 $453.$ 504 $495 $308 $ 432 $ UAT $458 $ 600 


% Participation Brin O? wabO ha... BO any ott 31 36. 4g hy 


Sources: Bank of Canada Statistical Summary and Canadian Housing 
Statistics, C.M.H.C. 


(1) Total approvals for residential mortgages is the sum of total 
mortgage loans approved by lending institutions and C.M.H.C. on . 
new non-farm residential construction and all mortgage loans approv- 
ed by lending institutions on existing non-farm residential property. 
44g Although the, percentage participation has declined from 67% to 44% 
between 1952 and 1961 and reached a low of 31% in 1958, the amount 
' invested annually has increased from just over $300 million to about 
$600 million. The significant fact here is that the contribution the 
industry has made and continues to make is a vital one without which 
many housing units would not be financed and the home building 


industry would be severely handicapped to the detriment of the 


economy. The decline in the industry's relative participation only 
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illustrates the fact that the industry's funds available for 
residential mortgage lending have not been able to keep pace with the 
total lending activity desired as is reflected in the total approvals. 
A measure of the industry's investment contribution to two areas of 
the public sector of the economy is provided in Tables 4.n and 4.0 
which illustrate the degree of participation by the life insurance 
industry in the borrowings of the provincial and municipal govern- 
ments. Capital needs served by investment in the securities of 
provincial and municipal governments include schools, roads, highways, 
utilities and other services of community living. 
Table 4.n 
Life Insurance Company Participation in Provincial Bond Issues 
(000,000 omitted) 


1952 1953% 1954 ©1955" 1956 ‘L957. 1958.».1959 1960 1961 


0 Se 


Net New Issues of 
Provincial Direct 


& Guaranteed(1) $253 $160 $2h6 $260 $348 $505 $470 $329 $459 $92h 


Net Purchases by 
Life Companies(2) $ 2h $ 2 $19 $1 $23 $13 $ -5 $48 $ 47-'$132 


% Participation 10 1 8 - 7 3 - 15 100-4 


Sources: (1) New Issue Data - Bank of Canada Statistical Summary. 


(2) Figures in Table 4.k adjusted on the basis of the premium 
income of the group of companies as a proportion of total 
premium income of all federally-registered companies. 


Table 4.o 


Life Insurance Company Participation in Municipal Bond Issues 
(000 ,000 omitted) 


ee ee 


Net New Issues 
Municipal Direct 
& Guaranteed (1) $108 $135 $222 $217 $140 $181 $208 $213 $234 $262 


Net Purchases 


by Life 
Companies(2) $ 2B53$ 1b54$. 29553 2955$ 3657$ 1755$ 2099$ hacog 30616 47 
% Participation 26 10 10 13 26 9 9 20 13 18 


Sources: (1) New Issue Data - Bank of Canada Statistical Summary 


(2) Figures in Table 4.k adjusted on the basis of the 
premium income of the group of companies as a proportion 
of total premium income of all federally-registered 
companies. 
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4,51 


insurance assets. 


A.79 


Corporation bonds form the second most important group of life 


Purchases of this type of security provide 


Canadian industry with an important part of their new capital 


requirements, 


Participation of the insurance companies in the 


corporate bond market in the period 1952-61 is shown in Table 4.p. 


Table 4.p 


Life Insurance Company Participation in Corporate Bond Issues 


1952 1953 


Net New Issues 

Can. Corporate & 
"Other" Bonds(1) $257 $275 
Net Purchases by 
Life Cos. (2) $110 $152 


% Participation 43 55 


Sources: (1) New Issue Data 


(000,000 omitted) 


1954 1955 1956 1957 1960 


1950 1959 


a 


1961 


$393 $388 $592 $576 $473 $111 $311 $205 


$ 9b 
16 


$ 77 
38 


$ 32 $ 53 
29 17 


$118 $ 4k $162 
30 


$ 81 


a 27 17 


- Bank of Canada Statistical Summary. 


(2) Figures in Table 4.k adjusted on the basis of the premium 
income of the group of companies as a proportion of total 
premium income of all federally-registered companies. 


"Other" bonds form a small part of the totals and include such 
issues as the International Bank and foreign governments which 
are sold on the Canadian market intermittently. 


non-residential mortgages. 


The economy also benefits from insurance company investments in 


This represents financing of a wide 


variety of enterprises including shopping centers, supermarkets, 


office buildings, hotels and small industrial plants, warehouses 


and stores. 


so-called small business. 


Much of this financing would come within the area of 


A measure of the importance of this type 


of investment is given below. 


Table 4.q 


Life Insurance Company Participation in Non-Residential Mortgages 


eee 


Institutional 
Approvals of 
Non-Residential 
Mtges. (1) 


Approvals by 


Life Cos. (2) $52 $ 60 


% Participation 65 
Sources; (1) Total approvals 


ey 


$ 82 $ 89 $115 $138 $141 $104 


67 


(000,000 omitted) 


——e eS ee 0 ee ene ee ee 


$175 $216 $263 $298 


$76 $92 $94 $70 $99 $130 $131 $141 


67 pod GF 14267 inerSTnce Hsete6On Ceg0ds. by 
by all lending institutions on Other Property. 


Canadian Housing Statistics, C.M.H.C. 


(2) C.M.H.C. 
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A.80 
4,53 Policy loans provide the policyholder with a source of ready credit 


with which to meet an emergency or to take advantage of sudden 
opportunity. Table 4,r attempts to gauge the relative importance of 
this type of loan by comparing annual changes in consumer credit out- 


standing with annual changes in policy loans outstanding. 


Table 4.r 
Life Insurance Company Policy Loans in Relation to Consumer Credit 
(000,000 omitted) 
1952 1953 1954 1955 1956 1957 1958 1959 1960 1961 


Changes in 
Consumer Credit 


Outstanding(1) $470 $369 $139 $471 $338 $56 $306 $434 $320 $289 


Increase in 
Policy Loans(2) $14 $12 $15 $11 $22 $26 $12 $19 $23 $15 


i) Pe er ee ee ee ee ee TS 
Sources: (1) Bank of Canada Statistical Summary. 


(2) Table 4.b - fourth column from right. 


45h It will be observed that the demand for policy loans reached a peak 
during the period covered in Table 4.r in the year 1957 when 
consumer credit was in short supply. Most "permanent" life insurance 
contracts provide policy loan privileges and specify the rate of 


interest to be charged. In no case does the rate exceed &. 


SEGREGATED FUNDS 

4.55 The power of federally-registered companies to issue variable 
accumulation and annuity contracts was clarified in 1961. The Insur- 
ance Acts were amended to require that the funds relating to such 
contracts be segregated from the funds relating to the regular life 
insurance and annuity business of the companies. Several provincial 
companies have the power in their charters to issue variable contracts 
and one is already doing so. 

4,56 The Association asked the twenty life insurance companies with the 
largest asset holdings in Canada to report upon their plans and 
progress in developing this new line of business. The group included 
three United States, two British and fifteen Canadian companies, 
which together hold 88% of life insurance assets in Canada. As at 


the end of March, 1962, eight of these companies had established 
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segregated funds and seven more expected to do so during 
tthe year. he 

4.57 : With een alg the fifteen companies that 
are or will shortly be in this business,: thirteen are, 
so far, confining their activity to group contracts 
while two are also making. individual contracts available. 
4,58 All these companies sell variable accumulatio 
contracts. These provide that the contributions will be 
accumulated and that Wedgie to benefit will depend 
upon the value of the asSets held by the fund at the 
time the right is exercised. At that time the benefit 
“may be pald out as a fixed annuity. Alternatively, a 
variable annuity which would provide for the payments 

to vary as the value edvidine assets in the fund varies 
can be sold. One company is already issuing these 
‘variable annuities and a second expects to make them 
available in the near future. 

4,59 Six of the companies have only equities 
in their segregated seule fund or funds and a group 
policyholder is able to imide his pension plan 
contributions between the equity fund and the regular 
annulty lines of the company. Eight companies have both 
segregated equity and jotnesaaee "fixed-income" funds . 
between which the group policyholder can allocate his 
contributions, Three sphunia te compares have a separate 


bond fund and a separate mortgage fund, the others will 


combine all debt-type investments in one fund. 


‘Walia 


we Of the fifteen companies, twelve are prepare 


GBS 


mm 
to set uplla separate investment account for a large 


group policyholder, Five of these companies would permi 
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the policyholder to participate in investment decisions 
while six would not. 

eee Gn For the purpose of ee eed ee pension 
plans, five companies restrict contributions to the equit 
fund to the employers' share and nine have no such 
restriction and one has as yet made no decision on the 
matter. Most of the companies give the employer freedom 
not only to vary the proportion of his plan's contributions 
going ‘into equity funds from time to time but also to 
transfer previously deposited contributions from such 
funds. With regard to marketing, six companies use their 
existing sales force and eight use not only their own 
‘organization but also general insurance brokers, 
actuarial or pension consultants and others. 

LoeG2) f 3 At the end of March, 1962, thirty contracts 
using segregated funds had been issued. The annual rate 
of contribution to the segregated funds arising therefrom 


was estimated at $2+ million. 
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SECTION 5 
INVESTMENT THRORY AND PRACTICE 
Buk - The theory of life insurance investment is 


based on the nature of the liabilities assumed - the 
commitments to pay claims and benefits as they become 
due and the interest guarantee given on moneys already 
received and moneys to be received in the future. 

Bee Life insurance companies must maintain 
reserves which represent the amount which together with 
premiums and interest to be received in the future will 
enable them to meet these future obligations. The 

great majority of life insurance and annuity contracts 
will run for many years before maturing and are often 
further extended by payment of regular amounts to 
beneficiaries each year. In the process a large pool 

of personal savings becomes available for investment 

in the Canadian economy. 

Pn There are nearly 9 million policyholders 

in Canada. It would be calamitous if a company were 
unable to meet its obligations under contracts on which 
the policyholders had paid premiums for years and upon 
which they have placed dependence not only for themselve 
but also,for their families. Therefore, above all, life 
abies protection must be absolutely reliable. This 
has been recognized in insurance legislation and in the 
degree of continuing supervision in Canada. It is also 
recognized by the companies themselves in the conduct of 
their own affairs. 

5.4 J Security of principal, then, must be a prime 


consideration in the investment of life insurance funds. 
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Liabilities are expressed for the most part in fixed- 
dollar amounts and in relation to these liabilities, 
surplus funds, although adequate, are not large. The 
insurance industry must, therefore, invest its funds so 
that the risk of loss is minimized. This is done by 
investing the great preponderance of assets in fixed- 
dollar form, that is, in debt investments. Secubiy 

of principal is obtained by careful selection of individual 
investments as to their credit-worthiness that is, as to 
their ability to pay interest and repay principal when 
due. 'It-ls: further ‘assured by diversification. That is, 
in part, obtained by distributing assets over various 
categories of investments (bonds, mortgages, real estate, 
stocks) and also by opebanthe Wide McBRRRBRItAL Gistributiion. 
Within each category of investment futther diversificatio 
is obtained by limiting the size of individual invest- 
ments. For those companies operating outside of baithn 
the risk of exchange loss is minimized by trying to 

match liabilities with assets expressed in the same 
currency. 

oa: The next important consideration is the 
investment of funds so that» they will yield the largest 
return Sai ogi i tho tne GRR Rea asfety. The 
competitive ndbiré of ns life insurance industry compels 
this. Not only must LabeBoapentes Carn a net race Or 
interest ng téadd equal 66 thé rate assumed for premium 
and reserve computations but also they must try to earn 
the nLinésh"6s SUBIE mergin over and above that rate 
so°-that the cost ‘of -insurance” to policy-holders may 


be “as low’as possible, ‘Companies, ‘therefore, “are 
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extremely sensitive to yields obtainable in the capital 
market. and will accordingly vary the direction of their 
investment programs. in order. to obtain the highest 
possible.net return. on, their, assets. 

Sate Experience has shown that with the growth 

of the industry cash demands by policyholders which may 
arise either paaigh. ene withdrawal of funds left on 
deposit.or the,exercise of the contractual rights for 
policy loans. and cash surrender values can be met normall 
by the industPy's net cash inflow. A sudden increase 
in; demands by policyholders for cash is more likely to 
have its impact.on investment policy by limiting the 
amount available for new investment than by forcing 

the sale.of assets. This allows the companies to maintai 
fully invested positions and places little ne 
any very high degree of liquidity for.this reason. 

Bical The life insurance companies in Canada, of 
course, must invest their assets within the framework 

of restrictions and limitations imposed by the various 
Insurance. Acts. While so far.most. of these restrictions 
have for their purpose the avoidance of undue risk or 
the limitation of economic power, they nevertheless 

have an important effet on the pattern of investment. 
For example, the Canadian market value test for non- 
government securities when coupled with rigidities. in 
the. valuing of, liabilities tends. to limit. investment 

in securities subject to wide market fluctuations, 

such as common shares or perpetual bonds. 

ars! While life insurance companies have a 


preference for long-term investments because of the long- 
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term nature of their liabilities, it does not follow that 
their assets should be always invested in securities with 
very long maturities. Investing in long-term issues may 
provide a hedge against a fall in interest rates but it 
provides no assurance that the rate of return on the 
siOdhinbiwendesueadnrteeseudedieibaa keene sneael ante 
media available with long-term maturities and possessing 
good protection against pre-payment are government bonds 
where the return is normally relatively low. ack, 

larger income usually available from other investment 
sources in itself can provide some hedge against a fall 
-in interest rates. As compared with an investment in 

a long-term maturity, an investment in a shorter maturity 
will have been justified if the higher income obtained over 
the life of the shorter-term investment when taken in 
conjunction with the income on the reinvestment of the 
money is greater than that which would have been obtained 
by the immediate investment in a cae ate maturity. 
Furthermore, an investment in very long-term corporate 
obligations, when available, may conflict with the 
objective of security of principal since in a period of 
rapid economic, political and technological change the 
credit-worthiness of an asset can alter substantially. 

In investing its funds, therefore, an insurance company 
will try to obtain the highest eventual return on its 
assets by tending to favour shorter-term investments 
when it believes interest rates are low and tending 

to favour longer-term investments when it believes 
interest rates are high, but few if any companies would 


follow a policy of always investing in very long-dated 
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“or perpetual securities. 
5.9 An active investment policy is normally followed 


py’ the°Life™insurdneée industry. “This involves niot only 
the shifting of investment funds into the media offering 
the relatively highest return but also the trading or 
exchanging of securities within and between classes. 

‘In order to facilitate er active investment policy, a 
good degree of marketability on a substantial portion 

of assets is~important. Trading activity:'is not limited 
to actions taken in the light of changes or expected 
changes in political and economic conditions but also 
fvereys the buying and selling of securities to take 
advantage of market differentials which appear to be out 
of line. In following an active investment policy the 
rife “insurance companies try to improve the return on 
their investment portfolios and by their activities broaden 
the capital market by promoting a freer flow of funds 


between many of its sectors. 


INVESTMENT PRACTICE 
reno) The following comments arise from a study of 
a representative cross-section of the industry in Canada. 
It should be noted, however, that despite the general 
conclusions indicated by this study there are important 
variations among the individual companies relating to 
investment practices. 
Net Increase in Assets 
sah The net increase in assets of life insurance 
companies is characterized by predictability, regularity 


andé stability. The substantial growth in new business 


psujollot yilsmion ef yolfoqg: samuel vidos a 


yino ton esvloval efat scudaubat ap qeiaeriaih etrL sft ude 


gotsetto sibem edd otmt abavt Snemteovat tovgatitide ond) 


qo gotbsat: oft oels stud nmter deensin ylovidsies edd, 
,eokeslo neewsed bos ointdiw eeltiuvese To aniansnoxe 

6 .yotloq dnemteeveit ovitos wil estistiftost o¢ rebto. al. 
aoitsog Istinestadva sg no udkitdstedxem ‘to eergeb boog 
hotimil toa ef vtivitos gritbenT .dasdsrogmh ef eatoaas: To, 
bedosqxe to eegnsde to tigil ent ab moded anotios od 


| td 
| oels dud anotitbnos ofmonoos bis Lsotdtiog mi asgnssdo 


ged o¢ eetittavoee to snftilee bie gnftyud end eevioval 


tuo od ot ss5qqs cofdw efekimors tt jetusm to egednsvbs: 
edd woes Sdemteoval evitos ae sniwolfot ni .enmtt To 
no snuten sad svorgmt o¢ yt estnsqmoo sonsivant etit 

bs aottividgos sfedd yd) bas eolLlo Ti teq ‘pealaeh planned rent ead 


abaut to wolTt abet 8 gnitomotg vd jgodiem [sd iqso edd 


etodtose ati to yism noewsed 


a 


ROLITOAAL PAUEMTSSVUT 
to ybuse s&s mort oaits estnemmoo satwollot oAT. OLsd 


.sbB05D at yiteubat edt to noktose-eaoto evitsimeasiqe? s 


Lsisneg edt etiqasb tsdd .tevewor -beton 6d Hivode sl 


gnstrogmi srs eredd ybute atdd yd bedsotbnt anofavionos 


od antdsler astonsamoo Isubtvibnf edd anoms anotisiusv 


seottdosiq tremdeevat 


ateaaA at easotont jek 


gonsivant stil to atsees nt seassioat dean eAT Lise 


wibiasiuges Vilidstofbeig yd paxhiaoownite at asinsqmoo 


agsntaud won ot ddwors Istinetedve od? .ydtitdete’ 


vanbiounsee snaesiinhion | | 
ee: 


oe 


i 
i 
q “0 
tf 


h ys 
ot " 
Ce 
| st 
jel 
a 


Nethercut & Young 


Torente, Ontaric 


A.88 


from year to year as experienced in the past decade 

has not been immediately reflected in corresponding 
asset growth due to the concentration of acquisition 

and related expense in the early years of a new policy. 
Mechanization has tended to modify the effect of rising 
costs but in itself has brought capital expenditures 

for equipment. Surrenders,.generally reflect....economic 
conditions. On the other hand, the increase in the rate 
of interest earnings in the past fifteen years has had 
a helpful effeéect.m,,the growth of, assets. 

Puls The underlying stability and predictability 
of growth is an important reason why life insurance 
companies can approach their investment problem with a 
long-term view and can afford to make important forward 
commitments. The steady flow of new investible funds 

to the companies creates a pressure for full investment 
and precludes their withdrawal from investment markets 
for: any extended period. 

Reinvestment of Maturing Assets 

Beis het The regular monthly repayment of principal 
on the large mortgage holdings of the companies produces 
in aggregate a substantial cash flow which in recent 
years has become increasingly important. 

5.14 The amortization of real estate held for the 
production. of,.income,. .the, serial .or..annuity bonds of 
‘municipalities and the sinking fund repayments of 
corporation bonds, particularly thsoe directly. placed, 
also produce regular flows of repayments for: reinvestment, 
eerie" Other marketable bonds are generally not held 


by the life companies until maturity. . When their term 
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has ‘been reduced to within three to five years they 

enter an area of the market where short-term investors 
are active and it is usually possible to sell the securities 
and reinvest in longer-term securities at an increase 

Lm yiela. 

perils These bonds form part of the regular flow of 
investible funds Pots new commitments. Of somewhat the 
same nature but lacking the same predictability is the 
redemption of assets. The greatest volume of redemptions 
occurs when high-coupon issues are refunded during 
periods of low interest rates. Redemption of corporate 
bonds prior to maturity usually is the result of the 
special circumstances of the borrower such as merger, 
sale, increased financing beyond the provisions of the 
existing trust deed, recapitalization or advance 
repayment by cash. During recent years investors have 
been able to protect themselves to some degree by obtain 
ing “non-refunding" clauses in new issues, which are 
Hisartve forma Honda of the-life of the bona. 

pe innld | Mortgage loans made to individuals, such as 
most single-family residential mortgages, are also subject 
to early rie atautindarin - since under provisions of the 
Interest Act this right is available to the borrower at 
the end of five. years. Redemptions also frequently 

occur when home ownership changes hands, 

Siee— Redemptions are thus quite unpredictable 

but characteristic of periods of falling interest rates. 
They can be quite substantial and have in-the past 
produced large increases in investible funds at a time 


when investment opportunities were limited and interest 
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rates low. 
Trading *® 
5.19 Estimates based on an analysis of the 


operations of companies holding 76 per cent of assets 


in Canada indicate that trading, as measured by the sale 


of investments to make an alternative investment, approaches 
one and one-half times the volume of new funds invested. 
520 It ts clear that this experience varies 
widely between companies, due to factors of policy, 
practice and personnel. The ratio referred to has been 
about 2@ - 1 in the case of one of the most active trading 
companies and in the case of other companies it assumes 
relatively small proportions. Node Racwhols® indications 
are that some of the larger companies, with larger 
investment staffs, are relatively the more active traders}. 
However, some larger companies that have relied more 
extensively on mortgage investments and placed less 
‘emphasis on security portfolios are not so active, 
onal eda A It is apparent from the operations of one! FS 
“company, which deals in Canadian, American and British 
securities, that a broad diversified market unhampered 
by speeeai agian nt to trading, fosters the trading 
operation. Measuring the company's average annual 
axenaeies activity (purchases and sales) relative 

ho its securities portfolio in each market over the 
three-year period 1958-1960, it was found that that 
activity in the United States was double that in Canada 
and activity in Canada was double that in the United 
Kingdom. Although the Canadian activity is overstated 
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and bills during the period, the order of the three 
markets as far as activity goes is shown by these ratios. 
This indicates the stimulus given to trading by the size, 
breadth and diversity of the United States market and 

the deterrent effect on trading in the London market 

of the 2 per cent stamp duty which limits dokGh pa hon: 
largely to- government securities. “It ls fair’ to adda” that 
the additional profits available in a market conducive 

to trading are at least partial offet to yield 


differentials in considering the disposition of funds. 


*The term "trading" is used here and elsewhere in this 
submission in a colloquial sense and refers to the active 
buying :and, selling.or. exchanging,.of.securities.. Of 
course, such transactions are. conducted for the companies 
by investment dealers. 


Regional Diversification 

Dice deacons te The. principle of diversification which. has 
been, evidenced so.far,.in this, submission involves. the 
distribution. of investment by..categoryof.asset. .iImplici 
inothis prinipcle. is also. diversification. by geographical 
area.,,; Basically,. this. is; designed to.obtain a spread 

of .risk...At the same time, however, life insurance 
investment dollars are widely diffused throughout the 
economy. In this diffusion they supplement local funda 
available for local investment. 

Dao Despite the fact that the \Life insurance 
‘companies are national concerns and the policyholders 
=look to the entire pool’ of assets for their security, 

the geographical distribution of assets. i8 quite “elose 
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to the comment so often heard that the life insurance 
companies withdraw savings from a particular area and 
invest them somewhere else. 

5.24 The Commission will appreciate the difficulties 
involved in making this kind of a comparison. As far as 
the assets are concerned, provincial and municipal bonds 
and mortgage and real estate investment can all be directly 
allocated. Corporation bond and share holdings require 
detailed analysis and allocation on the basis of location 
of properties, track or pipeline mileage, bank clearings 

or some-othersappropriate basis for those.corporations 

that operate in more than one province. Federal govern- 
ment obligations require distribution on the basis of 
population. The allocation of reserves and other 
liabilities to policyholders require a different set of 
assumptions. In the case of reserves, these. assumptions 
differ for insurance and annuities and for individual 

and. group forms of insurance and annuities. ~ 

pt 48) Notwithstanding this, we believe that the 
following analysis is sufficiently accurate to be quite 


significant, 
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A.93 
Table 5.a 


Estimated Regional Distribution of Life Insurance Assets 
and Liabilities in Canada - End of 1960 


(000,000 omitted) 


A B 
Ldabilities to 
Invested Assets Policyholders A 
held in Canada* in Canada B 
British Columbia ! $ 872 $ 565 1544 
Alberta 672 mo Mes 158 
Saskatchewan 2h3 180 135 
Manitoba 362 327 111 
Ontario 3,429 3,146 109 
Quebec 1,910 1,901 100 
New Brunswick 118 135 87 
Nova Scotia T69" 200 85 
Prince Edward Island 19 18 106 
Newfoundland 67 55 122 
7 $7,861 $6,952 
Non-invested assets $ 208 
Foreign securities “held 
in Canada" 191 
Other liabilities $ 45 
Excess of assets over 
liabilities 893 
$8 ,260 $8 ,260 


Source; C.L.I.0.A. 


*Not included are the securities of Canadian borrowers issued in 
Canadian dollars or other currencies and held for non-Canadian 
policyholders. ; 

5.26 It should be borne in mind that these assets and liabilities will 
change from year to year, although not significantly, as the 
assets respond to investment opportunity and availability of 


credit-worthy investments and as the liabilities change in response 


to both new business and the aging of existing business. 


The Average Maturity of Assets 


5.27 There is considerable reference literature on the subject of 
matching insurance investments to relevant liabilities. This theory 
attracted attention first in the United Kingdom where conditions 
lend greater support to its practical application - for example, 

a larger pool of longer-dated or perpetual fixed-interest securities, 
relatively rigid call provisions on these securities and non-fixed 


cash or loan values on policies. However, even under these 
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conditions, evidence before the Radcliffe Commission 
indicated only a "broad bias" in the direction of matchin 
liabilities with security investment "provided it meets 
requirements on market and investment considerations." 
“>r28 The Association believes that in Canada this 
is little more than a background consideration in invest- 
ment policy and, among a de pewrea ats dindin kes deet dimen 
companies approached on the subject, there were none 

that attempted to set up maturity schedules of assets 

and liabilities as. a guide to investment policy. 

5.29 A few companies undertake the preparation 

of a periodic schedule of the maturity breakdown of their 
bond and debenture portfolios. A study of a selection 

of these schedules indicates that, during the last 

few year, most companies have had the largest quinquennia 
group of maturities in the 15 to 20-year bracket and 

the smallest group in the 5-year and less bracket. At 
the end of 1960, the percentage of bond and debenture 
maturities falling in the former group ranged between 
26.2 per cent and 30.6 per cent for the companies providing 
the breakdown. The range for the 5-year and less group 
was 7.7 per cent to 14.2 per cent. 

5 oO) | Average term of the bond and debenture 
portfolios of those particular companies ranged between 
12 years 11 months and 15 years 2 months at the end of 
1960. Insofar as a trend could be determined from the 
limited data available, it appears that the average 

term of bond and debenture portfolios has lengthened 
since the mid-1950's. 


ten aL No exact calculation of the average term 
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of mortgage portfolios has been available, nor is it likely 
to.be.a practical calculation... Howevee, where some 
estimates have been available, they vary widely from 
‘roughly 53 years in one case to over 10 years in another 
one. Those companies having a larger proportion of loans 
in apartment,commercial and industrial property categories, 
where the term of ve and<amortization tends to be longe 
than for housing loans, are likely to have the longer 
average term on their portfolios. Insofar as a trend 

was indicated by available figures,.it pointed to a . 
lengthening of the average term.on mortgage portfolios 
over the past few years. 

5.32 The view has been expressed, on occasions, 
that the industry has exposed ies policyholders to 
unnecessary risks by failing to invest for a term more 
consonant with its liabilities. It must be remembered, 
however,» that. the.liabilities are extremely. long-term an 
that, even assuming an exact calculation of the maturity 
of.assets..and.liabilities.was. possible, it would be 
extremely unlikely if an insurance company could approac 
@ reasonable. balance... In the first place,. the volume 

of really long-term investments is limited and in the 
second, place,: the terms of investment are at best a 
compromise between borrower and lender and where the 
lender, desires a.long or a short maturity, the, borrower 
will by. the nature. of. things have a strong leaning 
towards the converse... There. will, .consequently, be a 
pull away from the exact term sought by the lender to 
meet any natn se schedule. 


5.33 At the same time it is hard to dispute, 
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giving consideration to the overall trend of bond 

yields, that the relative shortness of average term in 
portfolios in recent years has been to the benefit of 
policyholders. The greater freedom given to investment 
polich through lack of adherehce to a "matching" policy 
-is likely to continue to be to their advantage. 

The Effect of Monetary Policy 

5934 The effect of monetary policy on the life 
insurance companies flows essentially from changing 
interest rate levels and relationships and although 

not direct is: nevertheless pervasive. 

555 The life insurance companies invest through 
many channels --- federal government bonds, provincial 
bonds, municipal bonds, corporate weénase brepepned and 
common stocks, N.H.A. and conventional mortgages, income 
producing real estate and so on -- and thus have many 
points of exposure to'changing interest rates. Although 
the investments are essentially in the long-term category, 
short-term bonds and commercial paper are acquired from 
‘time to time. This spectrum of investment is much wider 
than that normally employed by most other financial 
intermediaries such as trusteed pension plans, mutual 
funds and credit unions. 

5936 The fact that life company investments are 
preponderantly long-term makes them particularly susceptible 
to the effects of monetary policy to the extent that these 
effects are feat in the yields in the long-term market. 
Lower bond ores or higher interest rates tend to 
restrict the exchange of existing holdings for others 


of higher yields because of the magnitude of the losses 
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‘immediately involved. Falling interest rates and rising 
bond prices tend to promote the exchange of securities 
for the purpose of either improving relative yield or, 
at later stages, reducing term. 

5S DF As mentioned previously, each soabaoy & 

net earned interest rate is important in lowering the 
cost of insurance to its policyholders and the relative 
level is important as each life insurance company competes 
with the others and all compete with the other savings 
intermediaries. Thus, each company is sensitive to 
changing yields in the market-place as it attempts to 
‘make the most of the Lapbremcbeck for profitable 
investment that present themselves. 

5. 38 | Life insurance companies are Hee pensiee to 
change or expectation of change in interest rate levels 
in at least four ways: (a) the direction of the invest- 
ment flow; (b) the liquidity of existing assets; 

(c) the generation of ‘cash for investment; and (da) the 
degree of forward commitments. It should be noted, 
though,that these effects are produced whether or not 
the change in interest rate levels is induced by the 
monetary authority or eS the change is the result 
of the interplay of the normal forces of supply and 
demand. 3 

Siew ee Ron example, when an expectation of monetary 
ease exists or is created, investment emphasis shifts 
ee a areas where yields are flexible and likely 

to decline. lLonger-term assets are preferred, forward 
commitments are increased. As rates decline, emphasis 


tends to shift to those areas of investment where interegt 
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rates have not decreased to the same extent. During this 


phase as mortgage repaym@nts increase, as existing bond 
investments are refunded, as more monies are left on 
deposit and the increased market value of investment 
holdings facilitate disposal of assets at smaller losses 
Orlat Dror hos) 

5.40 When monetary restraint is expected, the 
reverse is true. Life insurance companies are less willing 
to assume a fully-committed position with respect to 

their cash flow. Emphasis tends to be placed on either 
short or medium-term securities. Prepayments of existing 
investments tend to decline. Boe nies of the lower market 
values, sale of existing assets becomes more difficult 
except at larger losses. less funds tend to be left 

on deposit and policy loans tend to rise. 

5.41 It should be noted that the same effects 

flow from the federalgovernment operations in the 

area. of debt management to the extent that those operations 
produce variations or expected variations in the level 


of interest rates or relationships within the interest 


rate structure. 


The Influence of Exchange Rates 

5.42 Most life insurance companies aré desirous 
of assuming the minimum of exchange rate risk in their 
investment operations. In general, the attempt is made 
to match foreign currency assets to foreign currency 
liabilities. Indeea, some foreign jurisdictions require 
full or subs dan $he1 investment of matching assets in 

/ 


their own currency. (Non-resident companies doing 


business here are encouraged by the authorities to cover 
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their Canadian liabilities with Canadian assets). 

545 It is among Canada, the United States and the 
United Kingdom that acceptance of foreign exchange risks 
has been noticeable in the past. 

5.44 Canadian life companies have from time to 
time been prepared to accept some exchange risk and to 
purchase non-resident investments when the differential 
in interest rates appeared unduly narrow. Some reversal 
of that position occurs when the yield spread widens 


appreciably. 


Asset -Holdings by Size of Company 
5.45 “The assets held in Canada by the individual 


Canadian companies have been analysed on a quinquennial 
basis back in 1935. Table 5.b shows the results of 
grouping the largest ten “portfolios, the next largest 

ten and. the remaining portfolios for each of the six 
year-ends. 

5.46 In the post-war period mortgage Ldatst would 
appear to represent a smaller proportion of tee portfolio 
of the group of smallest companies than of the groups 

of larger companies. This presumably stems from the fact 
that iene are "economies of scale” in a mortgage . 
operation - the flared ne flow of loanable funds the 
easier it is to build and maintain’ an: efficient mortgage. 
organization. However, the post-war pattern did not obtalin 
in the late 1930's and early 1940's when the mortgage 
Sherations of most companies were contracting. 

5 AT In. the 1950's the real estate holdings of 

the group of Sihallest companies were low relative to 


larger companies. The acquisition of income-producing 
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real éstate usually involves A citepeble investment and 
often a smaller company is prevented from participating 
because of the limitations in the law and the need for 
diversification of its assets, | 
5.48 In the post-war period the stock holdings 
of the smallest companies as a group are high relative 
to the other two groups. This result is Sapd ek oband 
by the holdings of two or three particular comoanies 
that, because of their relative size, weigh heavily in 
the percentages for the group of smallest companies. 
5.49 Within each grouping the relative proportions 
of bond holdings varies inversely with mortgage holdings. 
There appears to be no particular pattern in the case 
of policy loans while cash balances naturally form a 
larger part of the assets of smaller seueeniee than of 
‘larger companies. 
B50 It is appropriate to emphasize at this point 
that the statistical aggregates and averages which. of 
necessity are used throughout this submission tend to 
veil the fact that each of the life insurance companies 
is pursuing its own investment polidy, awite independently 
of the others. The companies compete in the capital 
market just as they compete in the insurance market. 
ayesys Table 5.c presents some figures on the 
categories of assets held in Canada at the end of 1960 
by individual Cane at an ecanenica. tue extent of the variatfion 
- between individual companies in their judgment as to 
| portfolio management indicates that there are no 
pihit-in industry limitations other than those that 


each company imposes on itself as it pursues its investment 
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objectives to the best of its ability. 

5.52 One company had 26 per cent of its portfolio 
in bonds while a second company had 57 per cent of its 
assets in this category. The percentages for the other 
companies range between these two figures. For mortgage 
-loans there was-a range of nil to 64 per cent. For real 
estate there was a variation between nil.and 10 per cent; 
it might be observed in this connection that the 5 per 
cent limitation in the law at the end of 1960 (later 
increased to 10 per cent) related to income-producing 
real estate’alone and applied on the total portfolio 

-of the companies, not the in-Canada portfolio only. 

For stocks the range or percentages was from nil to 

12 per cent;:*.‘this is based on: book values which in: many 


cases are about half of current market values. 
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Life Insurance Assets Held in Canada by Selected Canadian Companies - End of 1960 


Companies with Highest (H) or Lowest (L) 
Percentages in Any Category of Asset within 
the Groupings by Size (see Table 5.b 


(Federally-Registered Companies! Book Values) 


Company Mortgage Real Policy Other 
Grouping Bonds Stocks Loans* Estate Loans Assets Total 
Largest ten 
Company A. 46,8(H) 7.2(H) AiR 53 2,.8(L) 4,9 100.0 
B. 26.0(L) 3 63.8(H) 2.1 5.6 2,2 100.0 
C. 41,4 2.6 46.3 1.9(L) 5.8(H) 2.0 100.0 
D. 38.8 3 45.6 < Fi f 4k r.F.0 100.0 
E. 33.6 .2(L) 46.9 10.4(H) 4.0 4.9 100.0 
Next t2n 
Company F. 68. 7(H) 2.0 17.9(L) 3.6 5.7 ape A 100.0 
; Sey 2 5.5(H) 1.6 4,3 vee 2.4. 100.0 
H. 50.0 2.4 35.4 9 7.6(H) 337 100.0 
Ty 43.6 3.7 8.4 4.6(H) 5.9 3.8 100.0 
Je 28.7(L) »5(L) 64, 3(H) eA(L) 4.4 2.0 100.0 
Remaining 16 
Company K. 58.9 12.5(H) 20.1 6 5.5 2.4 100.0 
| ti. 50.2 1.9 32.5 3, 00H). 249 10.7 100.0 
M. 43, 3(L) 4,2 39.6 ee. Ser mit 100.0 
N. 58.6 4,2 25,8 **(L)  8.3(H) Si 100.0 
0. 97.5(H) et **(L) **(L) **(L) 2.5 100.0 
P. 45,4 **(L) 52.1(H) **(L) #*(L) 2.5 100.0 
* Includes agreements of sale. 


¥* Nil holding. These are very small or new companies. 
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- The Influence of Relative Investment Earnings Rates 


ae Oo Rates of investment income earned, as reported 
b the individual companies in the annual statements 
required by the Department of Insurance are based on total 
invested assets. Since a number of the larger Canadian 
companies operate extensively outside of Canada, any 
average yields based on such figures would not be 
representative of Canadian experience. 

5.54 The rates of investment income earned on 
Canadian assets alone have been obtained from a few 
representative companies. It has not been possible to 
weight the average yields aosordine to the size of the 
individual company portfolios., Also, the data are 

based on different numbers of Se pte in certain years. 
Yields in the stock category are influenced by company 
-pook value adjustments to a much larger degree than the 
other portfolio categories. In addition, stock purchase 
have been made for purposes of long-term growth rather 
than for immediate dividend return, and even if it were 
possible to correct for the book value adjustments, ther 
would still be difficulties of interpretation. 

555 With these qualifications, the figures as 
shown in Tables 5.d and %.e indicate: 

(a) There has been persistent improvement 
in gross investment return on Canadian assets in the 
period 1951-60; in varying degrees this applies to all 
categories of investment. | 

(ob) The improvement in investment return ha 
been more marked in the second half of the decade as a 


result of the increasing weight of the acquisitions of 
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higher-yielding assets. 

(c) Since bhotene 14 1950's there has been 
a slight narrowing of the differential in gross invest- 
ment return as between bonds and mortgages; the 
differential for 1960 was 1.55per cent as against 1.70 
per cent for 1951. However, this is more than offset 
by the improvement in the expense ratio relative.to 
mortgage business. In 1950, mortgages cost about 9/10 
of 1 per cent more to administer than did securities, 
whereas by the end of the decade this difference has 
narrowed to about 1/3 of 1 per cent. Consequently, the 
effective, spread has,» in fact, Fee The improved 
-‘mortgage eee ratio results largely from the growth 
in the mortgage portfolios. 

(d) The policy loan yields reflect, a 
distinct lag in responding a8 interest rate trends. 
Most policy contracts provide for a loan in erest rate 
not in excess of 6 per cent. Their expense ratios show 
policy loans to be relatively. costly to administer 
pecause of their~small size. 

(e) There has been a significant decline 
in “the Sera Meee Hone expense rate during the 
decade; this is largely attributable to the fact 
that a very much larger mortgage and realestate portfoli 
is being administered without major additions to 


overhead, 
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Table 5.da 4.107 
_ Gross Rates Of 
Investment Income Earned By Some Canadian 
Life Insurance Companies On Their Canadian Assets 


(By Portfolio Categories) 


nr 1951 1952 1953 1954 1955 1956 1957 1958 1959 1960 


Bonds. 3.40 3.53 3.70 3.82 3.85 4.01 4410 4.33 4.59 4.7h 
2 

hogan 5.81 5.78 5.74 5.65 5.95 6.14 6.08 5.80 5.74 5,87 
(1) ! 

Mortgages 5.10 5.20 5.37 5.50 5.57 5.64 5.81 5.97 6.10 6,29 


A oui béeatse 4,32 4,63 4.98 4.78 4.64 5.23 5.52 5.60 5.51 5,60 
Policy lounet! 4.98 4,92 5.38 5.27 5.34 5.36 5.87 5.92 5.89 5,94 
Total (Gross) (@) 4,12 4,30 4,55 4,66 4.79 4.97 5.16 5.33 5.51 5,68 


1) Estimate based on results of 6 companies, 1951-53 and 7 companies, 1954-60 
Estimate based on results of 5 companies, 1951-53 and 6 companies, 1954-60 
Estimate based on results of 5 companies, 1951-53 and 6 companies, 1954-56 

and 7 companies, 1957-60 
(4) Estimate based on results of 3 companies, 1951-53 and 4 companies 1954-56 


eHeHH He H 


Table 5.e 


Approximate Investment Expenses in Canada By 
Main Portfolio Categories (1) 


(As % Of Invested Assets) 
1952 1952 1953 1954 1955 1956 1957 1958 1959 1960 


Securities ,06 08. 09 ..08. QB) 09. 09% .40- sl 4.09 
Mortgages | 1,00 «Ge 07S eST- 5G: Bh. 82 HG hs ae 
boidey loans 64h .78 .€0 .65) 493 «685. 689) BC‘ié«CB 1,00 
Total 639 25.399 © WP G6 ah ae 97833 gh 3h 


(1) These figures are based on the investment expenses reported by a small 
group of companies. There is very little variation from company to 
company except in the case of policy loans, where there are difference 
in the method of apportioning expenses, 
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The Effect of Mutualization on Investment Operations 
5.56 In December, 1957, the Canadian and British 


Insurance Companies Act was amended to permit Canadian 
companies registered under the Act to mutualize by. the 
purchase of their own shares. The Act states.that after 
the necessary by-laws have been approved by shareholders 
and participating policyholders and sanctioned by the 
Treasury Board a company may institute a plan to purchas 
its own shares. A maximum period of five years followin 
the year of purchase is allowed for writing down shares 
purchased to their par value. Mutualization is not 
completed until this has been done and the shares have 
been.cancelled. | 

et: Five companies are in the process of 
mutualization. The coapeaees had completed purchase 

of their shares by the end of 1961. No company has 

yet completed the write-down of itsstock to par. Of 

the five companies, four do a large amount of business 
‘outside of Canada and have substantial non-Canadian 
assets. Part of the money used to purchase their stock 
has come from assets held out of Canada. 

5.50 During the period 1958-61, cost of shares 
purchased under the mutualization program of the five 


‘companies was $136 million against an increase in their 


world-wide assets, after deducting the book value of their 

own shares held, of $913 million. These purchases repregented 
only 14.9 per cent of their increase in assets. 

ie Do During the same period total assets in Canad 

of federally-registered companies, after deducting the 


value of any shares held as a result of mutualization, 
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increased by approximately $2 billion. It is evident, 
taerehone (that ache eae oe e of the five companies 
did not withhold any significant amount from normal 

Ree enn channels and if allowance is made for the 
reinvestment of the moneys received by the holders of 
the shares acquired, the net overall effect would be 
negligible. 

5.60 Several mutual companies have operated in 
Canada for many years. There is no evidence to show 
that their investment policy, as a result of their 

Lat a differs materially from that of the stock 
“@ompanies. It is not anticipated that additional mutual 
ization of the industry will result in any change in the 


industry's investment policy. 


Holdings by Canadian and Non-Canadian Companies 
561 Assets held in Canada by Canadian, British 


and other non-resident companies are set out in Table 
5.f for the year 1960. It should be noted that the 
assets of the non-resident companies are shown at market 
values while those of the Canadian companies are at 


book values. 
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Life Insurance Assets* Held in Canada by Federally-Registered Companies 
End of 19 


United States and 
Canadian Companies British Companies Other Companies 


Canadian Bonds (000 ,000) b (000 ,000) % 000 ,000 
Government of Canada $445 7.73 $ho 7.42 $214 12,40 
Provincial 8k 6,70 62 11,50 80 h, 64 
Municipal 18 7.27 53 9,83 76 42 
Corporate 1,045 18,20 101 18.74 837 48,52 
Foreign Bonds 18 »32 83 15.40 20 1.16 
Total Bonds 2,310 22 339 = 62. 89 1,227 ee 
Canadian Stocks 
Preferred 15 26 6 po 2 eb 
Common 95 1.66 58 10.76 . 
Foreign Stocks 
Preferred ~ - ” ° . “ 
Common 70 1.22 - - i * 
Total Stocks 180 3.14 64 11,8 2 sil 
Mortgage Loans*+* 2,536 4h 17 104 = 19.30 370 21.45 
Real Estate "265 4,62 13 2.41 7 o4L 
Policy Loans 260 4,53 10 1.86 Ty 4,29 
Cash 30 “52 ‘ang 37 17 °99 
Total Invested 

Assets 5.581 97.20 532 98.70 1,697 98. 38 
Other ‘Assets 161%+* 2,80 7 1.30 28 1.62 
Total Assets 5 742 100.00 539 100.00 1,725 100.00 

* Canadian companies! assets are shown at book values, non-resident 


companies’! assets at market values. Market values for Canadian 
companies! stocks are about double book values. 


** Includes agreements of sale. - 


##* Includes the mutualizing companies! ae ae of their own shares in. 
the amount of $ 48,6 million, 
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1 5.62 United States life insurance companies 
2 had an additional $2.4 billion invested in Canada on 
3 behalf of United States polieyholders. These investment 


4 are shown in Table oes 


bs 
6 Table 6 Aa 
7 Non-Trusteed Canadian Investments of United States 
- Life Insurance Companies - End of 1960 
8 aoe ee eee ee 
(000,000) 
9 
Government of Canada bonds $- 100 
10 Provincial bonds 370 
Municipal bonds 470 
11 Corporate bonds 1,160 
Mortgage loans 300 
12 
$2,400 


Investment in Financial Intermediaries 

eet The debt obligations and shares of other 
financial intermediaries provide an acceptable avenue 

of investment. -Indeed,. if it were not for the shares of 
the chartered banks the volume of investment-grade 
common stocks in Canada would be greatly reduced. 

5.64 A survey of the 20 life insurance companies 
with the largest asset holdings in Canada was undertaken 
to determine their investment in other financial inter- 
mediaries. These other financial intermediaries were taken 
to include chartered banks, . investment trusts, mutual 
funds, finance companies, credit societies. and trust 
and loan companies. 

BD The investment in bonds issued in Canada of 


such intermediaries by these 20 life insurance companies 
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amounted: to $278 million or less than 4-per cent of their 
assets. The book value of the common and preferred 

stocks of financial intermediaries held by the same 
companies amounted to $38 million, while the market value 
of these securities was about twice as large. In any 
case, Sua’ the market value of outstanding Canadian bank 
stocks alone at the end of 1961 amounted to nearly $2 
padlaons it is evident that the share interest of life 
insurance comamies in this field is relatively insignifi- 


eant. 


The "Voting" of Common Stock 


5.66 Canadian life insurance companies seldom 
send a representative to shareholders! meetings of 
companies in which they have a common stock investment. 
In supervising their investments, however, some life 
insurance company investment officers may meet with the 
management of the companies in whose shares they have 
investments in order to ascettain company pgoress and 
prospects. 

5.07 Most life companies follow the practice 

of “voting” their ishares (by; proxys. Its, usvad, for 
shares to be "voted" as requested by management. A 
survey of 17 of the largest life companies operating 

in Canada disclosed that during 1961 nearly 800 proxies 
for "voting" of common shares in Canadian corporations 
were received from the managements of those corporations 
and that 93 per cent were "voted" as requested and 7 
per cent were not "voted". 


5268 Canadian federally-registered life companies 
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are forbidden by law from acquiring more than 30 per 
cent of the common stock of any one corporation. tas 
the case of non-resident companies, this limitation 
applies. only to assets vested in. trust. in. Canada. 
Holdings by individual life companies usually constitute 
only a small percentage of a corporation's total stock. 
In only three cases did any one of the 17 life insurance 
companies surveyed hold more than 10 per cent of any 
corporation's stock outstanding at the end of 1961. 
The life insurance companies do not attempt to use their 
common stock holdings to exert influence over the 
management of other companies. 
A COMPARISON OF THE INVESTMENT PRACTICES OF 
BRITISH, CANADIAN AND UNITED STATES LIFE INSURANCE 
COMPANIES 
5.69 Marked differences of emphasis in certain 
categories of investment are evident from Table. 5.h which 
compares the portfolios of British, aeeeeae and United 
States life insurance companies. . 
| fable 5.h 
World-wide Life Insurance Portfolios*® 
of British, Canadian and United States Companies 


| 1959 1960 
ere. VOatNe . Oe Bevo. Can. Use 


Bonds & Preferred 


stocks 46.6 Lael SS Cn mitts 24 oa Okmd. 52.8 
‘Common Stocks 20.6 Diet Oo wel Ee 2.8 
Mortgages 1Sntest PaBse BOads A6:Q01y Bh -desidbnd 


Real Estate mW eet YAr eos AAt: omens tet Pen Rg 3.4 3.3 


Other Invested 
Assets 7.4 5.0 Re awry 2 5.2 4.6 


Sources: Britain - Reports of members of the British 
Insurance Association with Head Offic 
in the United Kingdom. 


Ase 7 sie 3 
| Oe 7 A i @ , ’ he : t/ 
’ o * as. an oe a! hy 
parol! Sy tasredlts¥ oof 


on yates ge 
ig a ae 
caaia srmt® ino 7 . Se r 
pike iS 
req OF asdd stom gntatupos mort wel yd mebbidiot sxe = jt : 
at .aokigsroqgios sro ys to Noote nommoo eft Yo taso js 7 


nokisdimt£ atAd ,eeknsqmoo ¢nebree nom to’ easo ond 
»sbenso mi tewrat of botesv ateaes ot yino estiqaqs 
stutitenoo yiisveu eestnsqmoo ottl Isubivibat yd agntdblok 
Nooge Isdosy a'laottsuogioo 8 to agsineoreg ILeme & Yino. 
sonsivant stil SI ead To oro yas bib seaso) setts yYino ar) 
unas to seo 19g OL asdd svom blon beyevive eetasqwoo 


.£00L to bre end ts anibasteiuo doote e'notts10gi10o 


ytedd say o¢ tqmetts ton ob aetnsqmoo sonsivent stil ent 
edd evo soneultok ¢1exe of eanibLod Noose riommoso 
.eoinaeqmon vento To tnenszensm 
HO CHOLTTOAAY THAMT2RVUL SHT FO MOeSTHAIMOD A 
HOVAHUCWI SHIT GdTAte GaTIUU CUA WVATCAMAD .HelTiAad 
ca LUAIMOQ dalle 
ier 


Misdiso at etassiqme to esonetetith bexasM Qd.¢ 


oe Rr RE ERRNO Ae ge 


acter retary 


SPM OC RAMA I eed! 


|dofdw a.@ oldeT mort tnebive eis toemiesvak to aelrogetso 


: ye 
bedinU bos asibsnsd ,dektixa to aoklLoté10q ent eeusqmoo 
. .6sinsqmoo gonsiwant stil estsia 
| , eo 
i.2 efdst 
integer Te OS 
| *sotlotdi0ol sonsiwenl ettl ebtw-bLa0W 
_petnsgmod eotsde bestol bas astbsas0 .detsixd to rg 


| O9eL ecer | 
18.0 .980  .g3hrd 2.0 .969 oie 


) beristetl % ebriod 
S80 SnOe Cae OEE | Lae. an anlooté 


8.8 8,€ 2S) Poe T.«.) eyes enoocva nommod: 
e 0k ex VE | O.ef 1.0 8.0e har gog9sy3 10M 
© ok At POL. #.é Ae 0.0L sestead [seh 


} 
i 
i 
: 
| betasvoal recto 
| au S.2 aoe" ee G20 ogee atoead 


Mettjtid ont to exsdmeom to adroqesl ~ atstisd :e@90 moa | 
oLtIO bsoH ditw nottstooeeA sons went | 
mohbgnifA botinU edd at 


“\ 
() 

La a 

i 


i 
nv 


| 3 Nethercut &é Young 


A114 


Terente % Ontario 


Canada - Annual Reports of the Superintendent of 
Insurance for Canada.. 


United States. 
- Life Insurance Association of America. 


* The valuation bases used in the three countries are 
not strictly comparable. 


5.70 In each case bonds (including guaranteed 

or preferred stocks) account for approximately half of 
total invested assets. This recognizes the fact that 
life, insurance policies Ake ai Hoke ee guarantees of 
‘capital and interest which require assets involving 

fixed income and a guarantee of capital. 

Diet Mortgages which are also regarded as suitable 
for life insurance investments. amount on the. average. to 
nearly 3/, per, cent of. the assets of the. Canadian. and. 
‘United States companies, but to only. 15.per cent or 3 

16 per cent of the British companies' assets. . The reason 
for this would appear to be that the yield obtainable 

on mortgages in the United Kingdom is relatively less 
attractive, This has had the result. of .forcing. insurance 
‘funds into equities and.real estate where, past experience 
indicates that great yields may be expected over the 

long term. In Great Britain also there is.keen.competition 
for mortgage business from the, building societies. which 
have no counterpart in Canada, These societies accept 
interest-bearing deposits which come largely from small 
investors and they invest these funds mainly in residential 
mortgages. The interest payable on the deposits and the 
mortgage interest are both subject to change at short 
notice and the result is to associate the yield on this 


type of mortgage investment with that of short-term 
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funds rather than to the long-term yield. 


3. be In Canada and in the United States, the yiel 
on mortgages is traditionally associated with Soa on 
long-term bonds after allowance for the higher rate 

of investment expense. Government-insured and guarantee 
‘mortgages in both countries have also accounted for a 
large volume of mortgage lavestment by the life 
insurance companies. 

Be RD Real éstate forms a small part of the portfolio 
of the Canadian and United States companies, but, in 
Great Britain, there has recently been a move by the 
larger companies in association with development companies 
to channel funds into real estate in the expectation tha 
through the improvement and development of a site, a 
long-term high yielding investment will be created. 

5.74 It is in common stock investment however 
that the = difference between British and Canadian 
or United States companies is apparent. The reason 

for the difference is dis cuswee under three headings. 
Legislation and Supervision by Government 

eS In Great Britain there is an almost complete 
lack dfler dstactiotnién on the powers of: investment. The 
only stipulation as regards the values at which assets 
appear in the balance sheet is that» the balance sheet 
must state how the values of stock exchange securities 
are arrived at, and a certificate must be appended to 
the effect that the assets are in the aggregate dully 

of the value stated less any investment reserve fund. 

In practice stock exchange securities are usually valued 


in the aggregate at an amount not greater than their total 
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market value and non-stock exchange securities are valued 
at-cost. On ithe; liabilities .side, within .the area .of 
acceptéd actuarial principles, the actuary, of a company 
has freedom to fix, or vary.from.time -to time, the 
interest rate basis of accumulation for the actuarial 
reserves. A fall in asset values resulting from higher 
market yields can be compensated for by applying higher 
interest rates to.the basis for valuing,.the. liabilities 
if ..the actuary .so-decides. 

5 et-6 In Canada and the United States, on the other 
hand,.strietesupervision and,legislative restriction in 
matters affecting investment powers and valuation of 
‘assets and Liabilities... There is an upper limit to. the 
amounts which may be invested in equities and there are 
qualitative tests for the eligibility. of different 
stocks as investments. Valuation of market prices is 
required for most stock exchange securities,. including 
common stocks, and minimum bases for the valuation sft 
liabilities are laid down. Moreover - and this is a 
particularly. important, restrictive force,- even within 
the. scope of: the. statutory bases: of valuation, there - 
is little freedom to vary the basis for calculating 
actuarial reserves since guaranteed cash values axe 
linked with the amounts of. these reserves. 

Ps Ted: Market values of common stocks are subject 
to fairly wide fluctuations and within a rigid framework 
of restriction, prudence alone must induce a Canadian 
or United States company to limit its common stock 
investment so that a fall in market values will not 


seriously affect its. surplus position. 
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Variation in Nature of Insurance Contracts 

oh ise) In the fitted Kingdom, because of the income 
tax relief allowed on life insurance premiums, the emphasis 
tends to be laid on endowment contracts rather than on 
whole life contracts. On both sides of the Atlantic 
there is a growing trend to term insurance, but “this. is 
more marked on the North American continent than it is, 
as yet, in the United Kingdom. Again, in the United 
Kingdom the amount of pension and annuity business trans 
acted by insurance companies is possibly: greater than 

in Canada and the United States where trust and other 


companies are particularly active in this fielape. 


result, in Great Britain Hee is a greater HCH 
on the savings element and less on the protective 

element in insurance contracts than is found in Canada 
and the United States. This has contributed to a greater 
preference for longer-term investments including common 
stocks. 

Bw be The practice of declaring dividends in the 
form of reversionary additions to the sum assured, which 
is almost universal in the United Kingdom, also lends 
itself to the concept of long-term investment accumula- 
tion and the reserves built up for future bonus declar- 
ations may form a cushion against a temporary recession 
in market values. 

5380 It may also be noted that guaranteed cash 
values are not universally available in the United 
Kingdom and that policy holders' recourse to the cash 
values of pba chbh is almost certainly much less than 


it is in North America. There is therefore a lesser 
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need for liquidity - or at least "marketability" - among 
the British companies, 
Market Conditions 
aac Both in the United Kingdom and United States, 
there is.a wide market for equity stocks and, subject to 
the conditions and differences mentioned above, many 
life insurance companies in the United Kingdom and the 
United States, are: astive. purchasers: in Biateniin respective 
markets. In addition, many Canadian companies are activ 
purchasers in. both markets. 
5408 However, the market in Canada for investment 
‘grade shares is narrow. Many important Canadian companies 
are wholly-owned subsidiaries of non-resident corporations 
and there.is a ‘high degree of government, ownership. of 
‘utilities....Purchases..by. individuals, ..who..have, the 
benefit.of.the 20 per cent income tax credit, and by 
investment trusts -.in both cases with investment 
objectives different from those of insurance companies - 
also tend to increase the price level and make these 
stocks, less. attractive, to. the.insurance. companies. 
5283 It would be wrong, of course, to deduce 
from.this that.life.insurance companies are not active 
in the Canadian stock market. .Some of the British 
companies doing business here are active purchasers up 
to the limits allowed by law. Some Canadian companies 
have,,been. increasing their. holdings... The. new.power 
to. accumulate equities.in segregated funds will doubtles 
contribute to increasing purchases of Canadian common 


stocks by the life insurance companies in Canada. 
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THE ORGANIZATION OF THE INVESTMENT FUNCTION 
5.84 The directors of a life insurance company 
are responsible for the administration of their company 
and for compliance with the insurance laws. They determine 
ivs~general* policy’ and appoint’ officers to ebrdaaet daycto 
day’ operations ‘and”’to give ‘effect to the polictes whitch 
they have laid down. 
85 Directors are persons with wide business 
experience and sound judgment on whom policyholders 
and shareholders know they can rely to discharge their 
responsibilities, -Most’ life insurance company directors 
are’ also’ ‘directors of*companies@“in other lines” of 
business. In this way the widest possible knowledge 
and the ablest judgment are brought to the management 
of the individual companies~in the service of their 
policyholders, 
5286 There is a considerable variation in the 
organization of the investment function of life insurance 
companies operating in Canada. Differences in the 
organization of the investment operation are partly 
‘dependent upon company size and whether the company is 
Canadian or’ has a head office abroad. 
prot i The board of directors, of course, carries 
the fundamental responsibility for all investment 
decisions. It reviews the general investment policy 
of the company, approves investment transactions, and 
grants authorities to facilitate the operation of the 
investment department. It usually establishes one or 
more investment or finance committees. These committees 


are often composed of board members with special knowled 
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of investment matters and sometimes include the senior 
investment officer of the company who may himself be 
a director. Investment committees meet frequently and 
are responsible for formulating a company's investment 
policy. Before larger investment transactions are made, 
they usually must be approved by the investment committe 
5488 i Most companies. have a senior officer, usuall 
a vice-president, in charge of their investment operation. 
Some companies, however, favour the splitting of responsi- 
bility: between: two-or.more~seniorinvestment officers, 
each officer having responsibility for a certain area of | 
operation, such as one flor mortgage investments and 
one for security investments. Depending upon» the. size o 
the- company, there are often several investment officers, 
each in charge of a particular area or group of invest- 
ments, reporting to the senior investment officer or 
officers. 
5.89 Canadian security investments are managed 
from the head offices of the companies. Mortgage 
investments are supervised from head office but the 
larger companies usually also have mortgage offices with 
local managers located across Canada. 
5.90 It. is inthe area of the discretionary 
authority granted investment officers that there is 
probably the widest difference between companies. Some 
companies favour tight control with little independent 
“authority given investment officers. Other companies, 
however, grant ae discretionary powers to oe tek 
investment officers. Some mortgage branch managers 


are given no authority in the granting of loans without 
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head office approval while other companies allow 
mortgage branch managers to make loans to a certain 
maximum on their own discretion. 

seers Where an investment decision is taken 
depends upon its nature. Routine matters are often 
dealt with by the investment officers under authorities 
granted either by the boards or the investment committee 
Non-routine matters and investments involving greater 
amounts of money often must proceed to an investment 
committee before action can be taken. 

Dee Some of the major non-Canadian companies 
operating here give considerable authority .to.ftheir 
investment officers in Canada although major policy 
decisions and the approval of larger investments must 
often be made .at head offices, abroad..,.Inithe case of 
these companies, the Canadian investment departments 

are similar to those of Canadian companies and their 
operation often follows the same pattern. 

Sele) Most companies place a high priority on the 
building and maintaining of highly skilled investment 
staff. In recentiyears the practice has been to recruit 
new personnel at the University level and to give new 
entrants a comprehensive course of training in investmen 
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SECTION: ‘6 
SOME VIEWS ON FISCAL AND MONETARY 
POLICY 
OBJECTIVES OF ECONOMIC POLICY 
6.1 There would seem to be fairly general 


agreement on the objectives of economic policy that 

should be sought by Canadians in fashioning their 

national’ policies. These objectives include: 
(a) The maintenance of a high ‘level of 
employment and income for the productive 
members of the community. 
(b) The maintenance of reasonable price 
stability’ in the purchasing power ‘of’ the 
qdorlarvand ater ense™ or ics Exvertial Value, 
(c) The promotion of a sustained and 
isthinawie rate of’ growth within the econom 
(ad) The provision of a basic floor and social 
welfare, as warranted by our ability to provilde 
it, for’ the aged, widows and ‘orphans, the 
permanently disabled and those temporarily 
unemployed. 

O2 It is generally agreed, too, that the fashion 

ing of policies to these ends should take place within 

a society that recognizes the sovereignty of the 

individual and is organized so that the greatest possible 

freedom of choice - to work, to produce, to consume, 

to save and to progress '- remains with the individual. 

such a society derives real benefit’ from the initiative 

and self-reliance which it engenders amongst its 


citizens. 
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It must be recognized, however, that the 
fashioning of policies to achieve these objectives must 
take into account Canada's reliance on foreign trade. 
Performance Will: rarely be: perfect because°of the some- 
what unpredictable effect of external influences on the 
domestic economy and because of the difficulties of 
keeping the various aspects of different policies 
continuously co-ordinated and in balance. Nevertheless, 
government should continuously strive for the co-ordination 
and balance which are so essential. 

6.4 The Association believes there is nothing 
inconsistent ,in these long-run objectives. * It: belleves 
they are possible of attainment or virtual attainment 

if Canadians Nave the wisdom, through their elected 
representatives, to make well-balanced choices and sound 
decisions in spublic policy. Actions designed for either 
the stimulation or restriction of the economy “in the 
Short run will undoubtedly be necessary from time to 
time to keep progress toward our objectives in harmony 


and in balance. 
NEED FOR UNIFIED FINANCIAL POLICIES 


6.5 Although the Commission has asked specificall 
for our views on the appropriate role for monetary 

policy and its limitations, we find it extremely difficul 
to regard any particular facet of national policy in 
isolation. In: the financial sense it is particularly 
-difficult: to, dissociate eee policy from fiscal 
policy, debt management policy and exchange policy. 


When co-ordinated each derives strength from the others. 
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When not co-ordinated, no one policy, and particularly 
monetary policy, can make up, at least for long, for 
any shortcomings in other policies. 
6.6 Monetary policy we would define as that 
part of financial policy which is concerned with the 
volume, of the supply. of money, the control-of credit 
through the banking system and its reflection on the 
level of interest rates.7y The other: three integral 
parte: ofofinancials«policycares 
(a) Debt management polich which is 
ryltaies Menor the ownership, interest cost 
and maturity structure of the federal debt. 
(bo) Fiscal policy which is concerned 
with taxation levels and sources, with 
expenditures and with the effects of cash 
surpluses or deficits. 
(c) Exchange policy which is concerned 
with the external value of our dollar. 
Gxt It follows «then that financial: poticy must 
be co-ordinated within itself and in turn financial 
policy must be co-ordinated with other economic and 
social policies. 
6.8 One major problem is that although there is 
a great volume of theoretical studies available as 
guidance for those charged with the formulation and 
execution of financial pokes we theremis only ta 
relatively modest amount of actual experience. It is 
pat thirty years since governments generally abandoned 
the mechanical disciplines of the gold standard and 


adopted the much more permissive and flexible system of 
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managed money. Concurrently with this change in scope 
and method, the potentialities of fiscalpolicy in 
countering economic fluctuations through cyclical 
budgeting began to be recognized. We have learned much 
but the record of these years would indicate that we 


have much yet to learn. 


RESPONSIBILITY FOR MONETARY POLICY 


6.9 The harmony and co-ordination to be desired 
in financial policy leads to ne conclusion that govern- 
ment must accept ultimate responsibility for monetary 
policy just as it must for other parts of financial 
policy. 

Set In saying this we stress the word: "ultimate", 
The initiation and implementation of monetary policy 
Should, in the first instance, be the responsibility 

of the management of the Bank of Canada and in the pursul 
of §Lts eee eee in the monetary sphere it should be 
accorded wide latitude. The Association suggests that 
amendments to the Bank of Canada Act should make this 
abundantly clear. 

ead If, at any time, the views of government and 
of the .Governor differ on the appropriate monetary policy 
to be followed and such differences cannot be reconciled 
by discussion, then government views should be set forth 
in a directive to the Bank. If the Governor should then 
feel tna such directive is not consistent with or 
compatible with the Bank's objectives under the Bank of 
Canada Act or with its own view of the developing 


situation, he should feel called upon to resign, thus 
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bringing differences of view and the reasons therefor 
to public attention. Such a brake on any unwarranted 
or questionable alternation in the volume of credit is 
a necessary safeguard against the possible abuse of the 


machinery ofcreditr creation for political: ends. 
ROLE OF MONETARY POLICY 


622 There would appear to be two basic views 

as to the appropriate role for monetary policy. There 
are those who hold that the Bank of Canada should seek 
to carry out its monetary policy by varying the money 
supply, changing interest rate levels and influencing 
liquidity. This we would term the quantitative approach, 
There are others who feel that the Bank of Canada should 
be concerned directly with the allocation of resources and 
Should attempt not only to determine the amount of credi 
but also how it is to be used. This we would term the 
qualitative approach. The Association subscribes’ to the 
former: view, that is, the quantitative» approach and to 
the extent that the operations of the capital market 
lead to distortion or result in an uneven.or undesirable 
flow of funds to ultimate users, popueroares should be 
applied by government rather than constituting them as 
the continuing task of the central bank. 

bad Monetary policy thus becomes essentially 

the provision of a volume of money and credit adequate 
for the developing situation with due regard for the 
Bank's objectives. Monetary policy, then, working 
through a responsive capital market and responsive 


financial intermediaries, can seek through the effect 
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of its operations on the levels of liquidity and interest 
rates to augment or dampen the rate of economic growth, 
to contribute to price stability and act as a balance 
wheel im regulating economic: pgoress, 

6.14 An important limitation on domestically 
initiated changes in interest rate levels is the impact 
such changes may have on international capital flows. 
Whether we like it or not, the Canadian financial market 
is oriented toward that of the United States, and 
Canadian monetary policy can be effective only within 
limits established in that market. Admittedly these 
limits may not be too restrictive because of parallel 
business cycles but any dissimilar eset eas policy can 
lead to large-scale movements of short-term money. A 
"free" dollar or "floating" dollar offers some cushion 
that any given monetary policy will not be abortive 

or distorted) but even variations in the exchange; rate 
have desirable limitations. The recent move to "fix" 
the exchange rate of the Canadian dollar throws the 
weight of the adjustment on the reserves of the Exchange 
Fund and whatever help is forthcoming from the Inter- 
national Monetary Fund or external borrowings. 

6.15 | Although monetary policy is a flexible 
instrument, it is still general in its application and 
can never be a substitute, at least for long, for 
deficiencies in other financial, economic or social 
policies. In other words, it can never be an automatic 
cure-all for all the economic problems that confront 

the country or regions of the country from time to. time. 


At best it can only hope to hold the fort temporarily, 
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pending more basic changes in other policies designed 

to meet the problems and then assist during the period 

of transition. 

6.16 Monetary policy must be continuously framed 
against the emerZing’situation:;  ~To the extent that all 
aspects of financial policy are co-ordinated, the 
initiation and implementation of monetary policy is 

made easier.” -To the extent'that co-ordination does not 
take piace, monetary policy itself can be warped by new 
government cash requirements for deficit financing, 

by refinancing or debt conversion or by the change in 
exchange reserves resulting from external pressures on 
the dollar .--The result is that’ changes’ in money supply 
can be greater than would be desirable for monetary or 
economic reasons alone. 

6.17 Monetary policy to be effective must also 
operate against a background of confidence - confidence 
in. government policy in all its aspects as well as 
confidence in reasonable stability in the level of prices 
lack of confidence “in financial policy is* quickly felt 

in the financial markets and can stulify the best efforts 
of monetary management by making the market unresponsive 
to the change'’s’ in liquidity or interest.rate levels which 
might normally be expected to flow from alterations in 
the volume of money. 

6.18 We have indicated that monetary policy should 
work through a responsive capital market and responsive 
financial intermediaries. Generally, we would subscribe 
to the view that the responsiveness of a capital market 


is enhanced by having as few barriers as possible to the 
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free flow of, funds through it, thus imparting a high 
degree of fluidity to the money flow and allowing a high 
degree, of,liquidity to the.financial obligations. 

6.19 Responsive financial reds geade tee we would 
classify as those whose activities within their own 
frame of reference tend to follow and amplify monetary 


policy as it expresses itself through the levels of 


‘“anterest rates and the degree of liquidity. 


6.20 Monetary plicy is made effective, in the 


s 


main, by the Bank of Canada through its so-called 

"open market operations", that is, its buying: and sellin 
of securities. In so doing, it varies the size of the 
deposits which the chartered banks must maintain with 


it and thus varies the total of chartered bank assets. 


An increase in these deposits allows an increase in 


chartered bank activities, while a decrease means a 
reduction in the moneys they have available. 

6.21 Variations of this kind (because of the 8 
per cent reserve requirement) affect directly the 
availability of chartered bank commercial and other 
loans -and their funds for security investment. Chartere 
bank activities in the lending field are always subject 
to competition from other lenders. In periods of 
restriction, however, they bear the brunt of monetary 
action in the first instance. Inability to lend 
immediately sends potential borrowers searching for 
alternative sources of credit. To the extent that such 
borrowers can obtain their requirements within the 
capital market by alternative methods of financing, the 


full effect of monetary policy is merely delayed -- a 
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factor which the monetary authorities must take into 
account’. ~It”- immediate-control of any particular 
allocation of funds is deemed necessary, it would seem 
preferable to attack the problem directly through 
temporary fiscal regulations or directives rather than 
attempt to bring other financial intermediaries under 
some form of continuing relationship with the central 


bank. 


EXTENSION OF DIRECT CONTROLS 

6,22 The Association believes however that in 
peace-time at least, there is rarely a case for the 
extension of direct controls throughout the economy, 

unless there is a clear case of speculative. or. other 
excesses which are leading to, an. imprudent. use. of..resources 
and which are clearly, not.in the public interest. ~tJf 

and when such a situation exists.,in.a form, not..susceptibl 
to control through the normal operations, of monetary , 
policy and the capital market, .then such correctives 

Should emanate from the Minister of Finance. 

6.29 Direct controls of this character actually 

mean the allocation by government of the credit resources 
of the economy and substitute its judgment for the judgment 
of the many who participate in the capital market. Excesges 
@ the type that need to be controlled by this means are 
invariably only symptoms of a deep-seated maladjustment. 
The direct control may alleviate. the symptom but. do 
nothing to cure the disease, and it is the disease that 

is important. 
6,24 Direct tontrols also require detailed regulatijons 


and entorcement officers to curb pressures and evasions. 
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They are malignant in character. They tend to grow 
on themselves - to plug loopholes and to provide for a 
myriad of special situations. In our view, direct 
controls of this nature should be used only as a last 
‘resort. They are no substitute under normal circumstances 
for the judgment and discipline of the market-place and 
‘in abnormal circumstances direct controls are only a 
atedeleeiceds not a cure. 
EXTENSION OF CONTROLS FOR THE PURPOSE 
OF ALLOCATING SAVINGS 
6.25.) 4 Difficulties which may be experienced from 
time to time by certain potential borrowers or classes 
of borrower in obtaining funds through the capital 
market at what they may consider to be reasonable 
interest rates usually lead to suggestions that govern- 
mental authorities should impose, by legislation or 
otherwise, restrictions whereby financial intermediaries 
are required to invest a certain proportion of their 
funds in certain categories of investment. Such 
suggestions usually arise on behalf of a "social need" 
that is said to exist, such as that contained in housing 
' finance bie a loans or on behalf of a credit 
gap within the private sector, such. as loans to small 
business and venture capital. 

6.26 It is probably a truism that there is never 
a time when all borrowing "needs" can be met from the 
-accrued and accruing savings of the nation... Under such 
circumstances, some method of establishing priorities 
must exist. This is one of the basic functions of the 


capital market where borrowers and lenders meet. Such 
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a method may have its imperfections, but it has never 
been established that the substitution of government 
direction for the multitude of decisions in the market- 
place would result in the establishment of more effectiv 
allocation. 

6n277 If such régtrictions or directions by 
government to financial intermediaries were to take the 
form of requiring, say, certain minimum amounts to be 
invested in any specific category of assets, government 
in effect, guarantees. to,borrowers within that category 

a volume of funds: for their purposes. To this extent 

at least, such borrowers and their needs are removed 
from examination in the market-place. 

6.28 The funds, for example, which the life 
insurance companies have to invest are the voluntary 
savings;of: some nine million policyholders. The frame- 
work of rules and regulations to which they are subject 
in the insurance, Acts has as its aim the safety of the 
investment or the limitation of economic power. Within 
this... ramework,. (the, life, insurance..companies, are, free to 
‘maximize their investment return (with due regard for 
safety, of course) for their policyholders. The analysi 
of their assets shows the wide diversification of invest 
ment both by category and by region achieved by the 
companies. 

6.29 The Life insurance ecarasp niaecadt we tay invest 
the funds they are able to attratt. Any regulation 
as to the minimum proportion of assets that must be 
placed in any one or more categories must reduce the 


amount of funds that can be made available for other 
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uses. Direction of this kind, too, is almost sure to 
lower the investment returns of those particular savers 
who choose to effect their saving through life insurance 
companies. In the long run, and depending on the 
severity of the ratios, such regulation would inhibit 
the life insurance companies in their competition for 
savings. In fact, once introduced, the danger would 

be in their gradual increase and extension to the point 
where personal savings tq all intents and purposes would 


be controlled by government. 
PUBLIC UNDERSTANDING DESIRABLE 


6.30 Confidence in financial policy including 
‘monetary policy is enhanced by public understanding and 
general agreement with its objectives and methods of 
achievement, 

6. 1 Fuller public understanding of the role of 
monetary .policy itself ..is desirable .but statements , by 
the Bank of Canada should be confined as far’ as possible 
to the considerations involved in monetary policy and 
its implementation. It should give the fullest possible 
explanation of what it has done. The Bank should publis 


both monthly and weekly statistics and explanatory 


notes concerning the financial markets - the money supply, 


the condition of the chartered banks, an analysis of the 
general loans,.the level of interest rates, the state of 
the federal debt and so on. Every effort should be made 
to make these as exhaustive as possible and to publish 
at the earliest moment. The Annual Report of the 


Governor, which is required to be transmitted to the 
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Minister of Finance, should contain an analysis of the 
Bank's operations in the context of the economy generally 
6. 52 The Bank's developing views and its intent 
Should be constantly before its responsible Minister but 
public«:statements as to its intentions should only come 
at rare intervals, for example, when some change in 
operating procedure or some major change in policy 
Girection is imminent. ‘Other than this, it would seem to 
us that the Bank of Canada should be able to pursue its 
objectives in reasonable anonymity. 

OBB This is not to say that the central bank should » 
always remain silent. “tts right to’ be heard’ In the pursuit 
of its objectives howe be respected and its duty to 
dissent under appropriate circumstances recognized. 


DISCUSSION AND PERSUASION 


Pa/ ss One further method of promoting understanding 
of financial and monetary policy and assisting in its 
implementation is by private discussion by central bank 
management with interested groups. Discussions of this 
character with the chartered banks take place, we believe, 
ay Lairly regular intervals. Discussions with the money 
market dealers and others of the financial community 
undoubtedly occur from time to time. Some of these are 
‘initiated by the Bank itself and some by the interested 
groups. Discussions,efthis,;seortn,amd a free exchange of 
views cannot help but be constructive and build the 
confidence of each in the .other. 

6.35 The life insurance companies have had on 
several occasions meetings with either the Minister of 


Finance or Bank of Canada officials. During the way, of 
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eourse,.,there were several discussions regarding foreign 
exchange control and war finance; the latter helped 

t funnel into war loans virtually all the accruing cash 
resources of the companies. In March 1951 the 
Association's Special Committee on Inflation met with 
officials of the Bank of Canada. This was at the 
Special Committee's request. Discussion included the 
subject of the companies' investment in federal govern- 
ment bonds. Early in 1952 an arrangement was concluded 
with the then Governor for a monthly reporting of the 
Canadian investment transactions of twelve large 
companies. These began to be published in the Bank's 
Statistical Summary about three years later and have 
continued since. In 1958 there was a direct approach 
by the Minister of Finance to many of the companies as 
well as other representatives from the financial 
community in advance of the Conversion Loan, 

6.36 These meetings and discussions were an 
effective means of communication and we believe useful 
at the time and in the context of events... In our 
opinion, they should continue to be contemplated when 
matters of importance arise. We believe, however, that 


they are most @ffective when conducted without any undue 


publicity. 
RE-DTSCOUNT RATE 
Pye The Association finds it difficult to believ 


that there is any great matter of principle involved 
in the prolonged public discussion concerning the 


relative merits of the "floating" re-discount and the 
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"stated" re-discount rate. Rather we would feel the 
method of setting the re-discount rate is basically 
an operating procedure and as such, whatever is decided 
upon, it should be placed in the position of being 
Satisfactory to the senbPad bank, to the chartered banks 
and to the financial community generally and thus remove 
from the area of contention. To the extent that changes 
in the re-digtount rate can be made meaningful in terms 
of signalling changes in the direction of monetary 


policy, so much the better. 


PRICE STABILITY 


6558 For well over 100 years life insurance 
companies have been performing services of steadily 
increasing, value.for thedr policyholders and for the 
country. Consequently, they have had and continue to 
have an-interest in all our national objectives and in 
our progress toward their achievement. 

6,39 On behalf of their policyholders they have 

a particular interest in the maintenance of reasonable 
price stability. Life insurance contracts, whether owned 
basically for»thelir, protection features. or, for their 
accumulated savings values, are long-term contracts, 
Many years may elapse between the time of payment of the 
first premium and the payment of the last benefit. Thas 
maintenance of price stability or the avoidance of 
inflation is of prime importance to. policyholders in the 
safeguarding of the. values of. their policies and the 
companies! control of operating costs on behalf of 


policyholders. 
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6.40 Inflation is always a threat. The rise of 
prices following World War II has been of sufficiently 
‘recent experience and of sufficient magnitude to make 
everyone aware of its dangers and should strengthen our 
‘determination to avoid its repetition. The life insuranc 
industry has made its views known: on the importance of 
this subject .on several occasions in recent years. The 
Association believes that it is highly important that 
the nation manage its affairs in such a way as to stop 
the almost continuous upward drift in the price level. 
6e41> + Concern about long-term stability in prices 
is not confined to the life insurance companies. Knowledge 
of economic phenomena is becoming more widespread. 
Greater numbers of citizens understand that inflation 
can wipe out their savings, wherever they are, just ap 
effectively as prolonged unemployment. They understand . 
that difficulties are created for many salaried workers 
and for all those living on pensions or on income from 
fixed-interest securities. They understand that rising 
prices reduce Canada's ability to sell in foreign market 
which affects her export industries adversely. 
6e42c y The problem of inflation arises from an 
imbalance in economic affairs. Although it manifests 
itself as a monetary phenomenon in the-sense of rising 
prices;° its.roots lie much; deeper in: therstream. of 
economic activity and in the continuing maze of decision 
made by citizens as individuals, as corporations and 
as governments. No ready cure is available. Just as 
causes are complex, so the problem of cure likewise 


is complex. Just as the causes may differ from time to 
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to time, so the attack at the problem may have varied 
emphasis, One thing is certain - just as combatting 
recession requires the use of a broad arsenal of weapons, 
so the combatting of inflation requires an equally broad 
attack, not. only on the monetary front but also in fisca 
matters and in economic policy generally as well as in 
individual and corporation affairs. 
6.43 The first prerequisite is a desire - indeed 
a determination - on the part of government to place 
reasonable price stability along with a high level of 
employment and income as the two major objectives of 
public policy. 
6.44 The second prerequisite should be a willing- 
ness to use all the paths which will advance the economy 
weewand the goal of reasonable price stability - whether 
they be monetary or fiscal. Policies of restraint 
Pere be expected to be as popular as policies for 
reducing unemployment but from time to time as the 
economy ebbs and flows, will become equally necessary. 
Monetary policy which will always be in the forefront 
of restraint can never be sufficient of itself. Monetar 
policy at these times needs powerful support from fiscal 
policy. 
6645 The necessity of laying continuing stress 
on price stability is underlined by the reliance which 
must be placed in the economy on satisfactory and 
continuing debtor-creditor relationships, and on the 
continuous process of saving and debt formation. This 
requires the prior accumulation of savings on the one hand 


and their transfer through debt instruments to others, 
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Government borrowings at all levels must take place 
through debt instruments. Most corporate and individual 
borrowing is in fixed+dollar form. Any circumstances, 
such as inflation, which destroys confidence in the long 
term purchasing power of the dollar will reduce savings, 
impede capital formation, place emphasis on liquidity, 
promote speculation and imperil the future sqund growth 


of the economy. 


OLD AGE SECURITY 
6.46 Certain aspects of fiscal policy, which 
reflect social policy, that could have their effect on 
the life insurance business are a compulsory medical 
care plan and an additional old age pension plan. Both 
will have an effect on the balance of Lela Sy revenue 
and expenditures and the latter a particular effect on 
“the capital market. 
6.47 For example, the Old Age Security plan was 
established in 1952 with the support of all political 
parties and of many other interested groups, including 
the life insurance companies. It was designed to provid 
-everyone with a basic income at age (O - a floor on 
which the individual could build his own retirement 
program. 
6.48 Canadians have shown their willingness to do 
this. Since 1952, membership in private pension plans 
has increased from lg million to 2 million employees. 
More than three-quarters of all those engaged in industr 
are employed in establishments having pension plans. Th 


growth of other private savings has also been vigorous, 
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The present Old Age Security plan has 

many advantages. Because of its universal nature - 
$65 a month to everyone - the plan helps most the low 
earner whose need is greatest. It is simple and inexpensive 
to administer and ensures the payment of the maximum 
benefit’ for each tax dollar collected for this purpose. 
Gino, 8) Since the current plan was begun ten years 
ago, the benefit has been increased on three on three 
occasions - from. $40 to $65 - and has more than kept 
pace with increasing living costs. Changes in benefit 
are immediately reflected in payments to the recipients. 
6 Aas wl The operation of the plan has sharply reduced 
the Sh Gh of Canadians over 70 who receive needs-tested 
‘assistance. This proportion is now 10 per cent as compared 
with 46 per cent in 1951. 
6.52 The present $65 monthly benefit is already 
more generous than the average pension under the United 
States Social Security system having regard to the lower 
income levels in Canada. Indeed, for married couples 
the Canadian benefit is relatively much larger because 
under the United States system married couples only 
receive 13 times the single benefit. 
Spey. ‘The life insurance companies in Canada are 
concerned about the substantial commitments governments 
have already made in the welfare area, The expenditures 
involved are permanent and increasing. The proportion 
of national production used for thesé purposes has risen 
greatly in post-war years and additions to our present 
commitments cannot help but reduce the amounts available 


for other essential services. 
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For these reasons we feel that Canada should not add 

a compulsory pension plan of any type to the present 
universal flat benefit plan. 

6.255 Widespread interest in a pension plan of 

the United States Social Security type is evident. 

Many Canadians misunderstand that program and feel that 
the amount each person contributes comes back to him in 
later years as retirement income. Contributions are 
thereforé: not looked upon as taxes. In actual practice, 
however, no government plan of which we are aware, 
including the United States) plan, equates an individual! 
benefits to his contributions. Even if a government- 
operated» planctried=to dosso;°irresistible pressures 
would arise to borrow from the funds required for future 
benefit payments: in order to hakeswunaedt payments, 

6.56 | Under the United States Social Security 
program, .pensioners arecurrently receiving income 
paymentecthe value of which far exceeds the value of 
their accumulated contributions - this "subsidy" amounts 
to as much as $22,000 in some individual cases. Further 
more, these "subsidies" at present are larger for 
pensioners who had high earnings than for those who had 
low earnings. 

Gn57 While the benefits and contributions under 
the United States plan may hed cores today to be very 
attractive, a heavy share of the plan's cost is being 
deferred to future generations of taxpayers. The 
-Contributis6narates:are scheduled for a 50 per cent increase 
by 1968. This increase is necessary to maintain the levdql 


of benefits now being paid. If this increase comes into 
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effect with benefits at their present level many 
contributors and their employers may be paying more 
in the future for their pensions than they would have to 
pay ne equivalent.pensions through private plans. The 
solution to this dilemma might well be to increase the 
benefits under the government's plan and once again add 
heavy costs for future generations. - 
6.58 Because of its inherent weaknesses, we are 
Opposed to the addition of a government-operated plan 
providing graduated benefits on: top: of the: present 
universal Old Age Security plan. | 
6.59 There are, however, certain groups where a 
high proportion of members need assistance, for example: 
(a) all persons unable to.work because 
of permanent disability, and 
(bd) all widows with dependent. children 
If additionadnexpenditures,arerito be,made.in. the.field o 
social welfare, the, life insurance companies,feel. that 


first priority should be given to such groups.as these 


by extending to them the advantages of a program of flat 


‘uniform, basic benefits as a matter of right. 


6.60 As we have saidk we feel that no compulsory 
pension plan of any type should be added to the. present 
universal plan. . if, nevertheless, it is. decided. that 

one should be instituted we urge that it be administered 


entirely through existing facilities rather than by 


the government and that such a program should have the 


following features: 
(a) A contributor should be forced to 


participate only up to a benefit level which 
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will make it unlikely that further governmen 
assistance will be necessary when he retires. 
(b) Each contributor should receive 
the antenirit of benefit that can be purchased 
by his own and his employer's contributions 
no more’ and no less. Any subsidies considered 
desirable as a welfare measure can be provided 
more satisfactorily by the present flat 
benefit plan and needs-tested supplements 
for two reasons, Firstly, it is extremely 
unlikely that any graduated benefit plan 
can be made to apply to everyone and most 
of the persons not covered will be among 
the least fortunate in the community. Secondly, 
in any government-operated graduated benefit 
plan it is likely that those with higher 
earnings will get the larger subsidies. 
GIGH te A plan with the characteristics we feel 
are desirable could be implemented by requiring employed 
groups to establish "portable" pension benefits of at 
least a certain Levee but the groups should be free to 
select the type of private pension plan best suited to 
their needs, The life insurance companies, trust 
companies and other administrators of pension plans 
have demonstrated their ability to serve the public on 
an efficient and economical basis. The continued use of 
these existing facilities would avoid the weaknesses of 
@ government-operated plan and in addition would have 
the following important advantages: 


(a) A fund would be accumulated for eac 
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contributor, to ensure payment of the 
benefits promised him. The interest earnings 
on these funds become substantial and help 
appreciably eb pay for the benefits, This 

is in marked contrast to government-operated 
plans where contributions are paid out for 
current benefits and where, as a consequence, 
there is little saving and a correspondingly 
small interest income. 

(bo) The use of existing facilities woul 
ensure tne continued growth of the pension 
assets in private plans. The investment 
of.. these assets’ is a powerfulsfactor in finan¢ing 
Canada's growing economy, helping to create 
job opportunities and developing our natural 
resources, our industrial capacity, our housing 


and our municipal and other services. 
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SOME VIEWS ON THE CAPITAL MARKET 


eer l Progress toward a country's economic 
‘objectives in a society like ours is both dependent 

on and facilitated by a well-developed capital market. 
Such a market grows as a country matures and, indeed, 

the degree of development of such a market can almost 

be said to be an indication of that country's maturity. 
Face A well-developed capital market should be: one 
that can provide a fairly continuous volume of trading 

in the different categories of financial obligations 
with their differing credit-worthiness and varying 
maturities. It should exhibit a high degree’ of 
sensitivity not only to the yields obtainable on these 
obligations but also to the relative yields as between 
the different obligations. This sensitivity should 
result from the factors of supply and demand as they 
exist from time to time or as they are made to exist 
through monetary influence. Such a market should also 
contain as few barrfers or hindrances as possible to 

the free flow of funds throughout it, thus allowing 

the greatest freedom for interest rates to reflect 

the changing pressures of supply and demand. 

Fa The capital market in Canada has been growin 
and is becoming more fully developed over the years. Many 
deficiencies have been progressively overcome. For 
example, mention can be made of the growth of a short-term 
money market in the last seven years. The volume of 
government and corporate bond financing is further 


evidence of the market's development as is the volume 
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of shares traded on our stock exchanges. 
7.4 The capital market in Canada, however, has 


not reached full development yet by any means. Certain 
categories of financial assets, such as mortgages for 
example, have so far attained a lesser degree of liquidit 
in Canada than in some other countries and yields on 
such assets are not as responsive as: they will undoubtedl 
become with further growth. Development of a capital 
market is, basically, an evolutionary process. 
fires The Association feels, however, that the 
Canadian capital market today under normal circumstances 
is reasonably responsive to changing supply-demand 
relationships. Normal circumstances, of course, assume 
circumstances which do not exhibit any untoward fear of 
inflation on the one hand or any untoward fear of 
recession and deterioration of credit-worthiness on the 
-other. Both of these conditions produce distortions, 
The Association als@ feels that the capital market is 
sufficiently broad, sufficiently flexible and sufficientl 
cohesive to allow a monetary policy to be reasonably 
effecitiive . | 
TeeG That is not to say that further development 
cannot take place. There are, in the Association's view, 
certain improvements in procedure that might prove 
beneficial and certain areas where access to the capital 
market might be improved. It offers the following 
comments and observations for the Commission's consider- 
ation. 

THE BOND MARKET 


‘(nah The life insurance companies feel that, 
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generally, they are well served by those firms engaged 
in the distribution and trading in bonds. The 
Association does not believe that at the present time 
the size of the Canadian market is such that the services 
of either the so-called "bond jobber" or the formation 
- of a bond exchange would be particularly useful. The 
post-war growth of the he economy has produced 
a higher volume of savings and an increasing demand for 
funds by both governments and industry. This has made 
for a much broader market and through it many debt 
obligations trade frequently and in considerable volume 
in response: to changes and expectations of changes in 
yield. This is particularly true of the market for 
federal government bonds in which, of course, the Bank of 
Canada has a pre-eminent interest as a means of effecting 
its policy through open-market operations. 
Worcs: Since the war, too, the size and scope of 
the market for provincial bonds has increased significantly. 
At present many outstanding provincial or provincial- 
guaranteed issues trade in sufficient volume and frequenc 
to allow fairly firm and up-to-date quotations for 
reasonable size to be given at any time. Unlike the 
market in federal government bonds, however, the provincial 
market, as with the corporate and municipal bond markets, 
is conducted primarily through the investment dealers 
with investors. | 
» Lew Many corporate bond issues do not trade 
very frequently or in any ivéry great volume in the Canadian 
bond market. This is not due to deficiencies in the 


market mechanism but rather t the lack of size of -most 
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corporate bond issues and the relative infrequency with 
which many corporations finance their expansion through 
the capital market. Under such conditions quotations 
cannot be regularly made and often can only be 
obtained when specific. purchase, or sale.is proposed. 
This is particularly true, as well, of the market for 
all but the larger municipal bond issues. This is only 
to be expected. Continued growth of the economy will 
-undoutedly result in a still broader capital market 
and with increased public financing by corporations 
and municipalities, a more active market " these issues 
will follow. 
fo 10 With particular reference to new bond issues 
a prime objective of the investment dealer should be | 
to ensure prompt and full distribution. Institutional 
demand today constitutes a large percentage of effective 
demand for many bond issues and from time to time many 
life insurance companies have difficulty in obtaining 
from the dealers or syndicates as large a participation 
as they might“wisht “inthe tirst RENO | They suggest 
that some consideration be given to the provision of 
information of thé details of a new issue and of’ the 
borrower further In advance of the offering date’ and, 
after offering, they feel a prompt delivery date would 
assist in early and complete distribution. 
Wee: The life insurance companies, traditionally, 
have been substantial buyers of municipal bonds. The 
fact that many municipalities are small and not too well 
known creates difficulties however. The pooling of 


municipal borrowing has been a fairly recent phenomenon, 
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This has occurred naturally as metropolitan area govern- 
ments’ have been created. It’ has occured naturally also 
as’ school districts and other’ joint projects have “been 
expanded to include several municipalities. The Alberta 
Municipal Finance Corporation which with the provincial 
guarantee borrows for reloaning to the municipalities 

is another example. British Columbia also makes 
extensive use of the provincial guarantee. To the extent 
that municipal governments cannot borrow directly either 
because of lack of size or lack of credit-worthiness, 

it is suggested that some form of provincial sponsorship 
is the only effective way of adding the additional credit 
to allow’ access to the capital market. Care must be 
exercised, however, that such sponsorship through the 
provision of easier credit does not lead to the 
accumulation of municipal debts which will prove too 


burdensome to repay. 


THE STOCK MARKET 


Aelaed The life insurance companies have found 

the facilities for trading in stocks through the members 
of the. stock exchanges in Canada to. be quite adequate, 
although the size of the market in investment-grade 
shares is not nearly as great as might be desired. There 
are about 310 Canadian common stocks that specifically 
qualify for investment under the Insurance Acts. Of 

this number about 200 are either so closely held or so 
seldom traded for various reasons that for practical 
purposes the effective number of available issues is 


reduced to just over 100. 


: . wa ote wa va 
sil bes an i eteeivewer ber i900 26H al bet a | 


| r ; AA 
xo oats yvllswisa Wie sos esa $I ° ‘beseore Heed Svan 1G 


| -aie¥os B78 


4 ased oved etostorg totot yoerlto bas etotateth foodog 8s if 
Tacs eit  .settkisqtotaum Isievee ebuLont ot ‘bebasaxe by 
Igtontvorq edt dttw dotaAw aottstoqi0. sonsalkt IsqtotouM | 
eettiisototnum ont od aninsolet ‘ot aworrod sedis tsug 


esvsm oals sidmulod nefsiad — . elgmnsxe yentons ef. 


Slane Gas of ,setnsssug Istonfvoig ert to sau evienedxs 
| mend te vitdosxtb wovted gonnso atnemnatevog Isqtotnum dsdd 
—eeeniddaow-tibevo to x~osl to sate to Nosl to seusosd 
= qitdastoanoge Istontvorg to miot emos tedt beteosgue eb or [It 
_ tber Isooldibbs odd gnibbs to ysw evitostte vino ent et jst 
ane | ed Jaum svs0 .teadtvam I[scfqso ent oF eas00s wolis ot er 


ae ; rd dgvondys gidetoenoge Nove jsdd ,reveword ,bsetorexs jf ' 


a ‘ea3 od best ton e@o06 tibsto telass to nofaivorg jer 
ef ood evoig [fiw dofdw etdeb Isqfofaum Io moidslumyoos jor 
i .esqet oc smoaresbuud ie 

; | 8t 


THAHAM A00Ta SHT 


pavot oven esinequos sonsivent ett lt AT GLa). Jos 
ayredmem edd Aguordd adoade af anibsis rol eelttiltosit eds = 
,odsupsbs etiup ed ot sbsnsd ob aspuations Hoota ent to a 
ebsig-tnsmdeaovat at, todausm. orld — eit davodiis 
Jonodt »berfasb sd ingtim es tse ts as yinsea ton eft esrsde 
yviltsottiosqa tend arloodce rommoo asthsasd OLE dyods 91s 
10 .adoA sons rvenI edd reba toemteovat tot yttisup 
0& 10 pines wesetiee oa redtie es OOS gvods tedmyn aids 
Isotiosiq tot dedt enoesger avotiav tot bebsxt nobice | 
at asveat oldsltsvs to rodinucs svitostis ont sane tae 


; - 72 — «001 revo saul, wt beouber los 
7 Z ¢ ress ~~ ; ir 5 
an | a Je - fe va a @ oF Zz : 


Nethercut & Young 


Terente, Ontario 


neo 


Sand The growth and development of Canadian 
industry through the post-war period has opened up 
various new avenues of investment in common stocks. 

The petroleum and natural gas industries are two example 
of such investment avenues. The further development of 
manufacturing and service industries should increase 

the number of quality-grade Canadian equities which 
institutional investors may find attractive. From this 
point of view it is unfortunate that so-much of 

Canadian industry is foreign-owned and so many utility 
and transportation companies have had their shares paid 
off as they have been converted to government ownership. 
Another difficulty is that large proportions of the 
relatively narrow list of stocks of investment grade 
that are available tend to be put away in investment 
portfolios, thus reducing the prevailing supply still 
further. 

Teas The larger companies in the Association's 
membership again find some difficulty from time to time 
in dealing in large blocks (namely, multiple board 
lots). This is esséfitially a matter of size and may 
disappear if both the number and volume of shares of 
investment-grade equity issues expands. 

TRL To the life insurance companies investment- 
grade common stocks are those which either have or will 
shortly have a seven-year dividend history as required 
by the Insurance Acts. This can in no way be termed 
DaHeuse capital. Small new and high-risk companies have 
difficulty in raising both debt and equity capital. 


The Industrial Development Bank in recent years has 
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supplied many such firms with financing mostly with 

debt capital although it is understood that some 
participation in equity has been taken. 

7.16 The financing of new business today requires 
an amount of money that few investors care to place on 
one risk. A practical method of accomplishing the purpoge, 
however, might be the formation of a development corpor- 
ation which would be in turn financed by a large group 
of investors. This represents one method: of obtaining 

a spread of risk through group participation that would 
be impossible of attainment by any one investor. Such 

a development corporation would be able to provide many 
small firms with both debt and equity capital and even 
assist in the provision of counsel. This would make a 
constructive contribution. Such development corporation 
would assist in the future growth of Canadian secondary 


manufacturing and service industry. - 


THE MORTGAGE MARKET 


EiadT ict The mortgage market in Canada is effective 
in the sense of bringing lenders and borrowers together 
but as yet cannot be said to impart any real degree of 
liquidity to mortgage investments. As a consequence, 
changes in mortgage interest rates both aerated te ae 

and H.H.A. tend to lag behind changes in interest rates 
of more highly liquid investments... Nevertheless, the 
monthly payments which characterize most mortgages today 
have in fact greatly enhanced the liquidity of this type 
of investment, to which the large annual flow of regular 


repayments attests. 
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had Traditionally, the insurance, loan and trust 
companies have been the principal source of mortgage 
credit, although financing of real estate is participated 
in by many types of lenders - caisses populaires, credit 
unions, pension funds, endowment funds and estates - as 
well as individuals. The life insurance companies 
normally originate their loans either directly or throug 
mortgage agents. They have been more or less permanent 
investors in ‘this kind-of debt,,obligation, They have set. 
up the specialized facilities necessary for the 
administration of both ee ue a ponanagidentiad 
loans. For liquidity, however, they have relied on the 
process of regular repayments. 

7.19 The federal government became particularly 
interested in the financing of new housing in 1935 when 
there appeared to be not only a reluctance to provide 
mortgage credit but also difficulty in financing the 
equity over and above the normal first mortgage of 60 
per cent of value. The government also hoped to reactivate 
the -house construction industry and increase capital 
investment. At that time a basis of joing loans was 
worked out which allowed loans to 80 per cent of value 
with the government supplying 25 per cent of the loan. 
Interest rates were fixed by government and provision 
made for the sharing of losses. In 1954 this partnershi 
was superseded by a plan of mortgage insurance under the 
National Housing Act which plan, with some variations, 
has continued to the present time. At its inception 

the plan had the effect of reducing the contribution 


of government because all the money was advanced from 
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the lending institutions. At the same time the 


chartered banks were empowered to make N.H.A. insured 


‘mortgage loans. Participation by the banks in this 


activity was virtually brought to a halt when the intere 
rate moved above the 6 per cent ceiling contained in the 
Bank Act. The existing sources of mortgage finance were 


augmented by government through direct loans and these 


funds of course came directly from. the federal treasury. | 


Pho2d ov The intervention of government in the finance 
of new housingein this fashion has assisted in. the raisi 
of the standards of housing, has promoted both the avail 
ability and uniformity of mortgage credit on a national 
basis and, through the reduction in down-payments and 
extension,of ithe amortization period, has increased the 
number-of those who can aspire to home ownership. On th 
other hand, the additional demands created by the govern 
ment's emphasis on the need for new housing both for 
social reasons and for economic ches associated with 


volume of capital investment have created other pressing 


financial needs, particularly. .at..the municipal level. 


Housing programs of the magnitude desired have resulted 
in the creation of credit demands for the supply of new 
road, sewers, educational and shopping facilities and 
the: other necessities of community living. Baier che! 
the life insurance companies still remain the: major 
source of private funds for mortgage finance, they also 
are a prime source of funds for municipalities and other 
to finance the varied ancillary and essential demands 
that are created with housing expansion. 


aca The development of a secondary mortgage 
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market which would broaden the band of investors 
interested in mortgages and increase the liquidity of 
mortgage investments would be desirable. <A primary 
requisite of a secondary mortgage market is a method 

of assessing quality. Each mortgage investment has risk 
and\hazgards peculiar to itself. These result from 
factors affecting the property, its usefulness, its 
access: to services and the credit-worthiness of the 
borrower, In: practice it is almost necessary for an 
investor in the secondary market to actually inspect 

the real estate and the mortgage instrument itself. 

This procedure could prohibit a widespread and efficient 
secondary market operation as far as conventional loans 
arepconcerned, 

F222 N.H.A. mortgage insurance has gone a long 
way towards introducing greater uniformity of quality.. 
It reduces the inherent risk factors to a minimum and 
thus makes each insured mortgage virtually as attractive 
as any other. However, even N.H.A. "insurance" does not 
guarantee'a trouble-free investment. “There is virtually 
‘no instance where the mortgage claim in event of trouble 
can be satisfied without loss to the lender where the 
"insurance" is relied on. For example, the claim for 
insurance is limited in point of time to a maximum of si 
months! interest at the mortgage rate and up to an 
additional twelve months at the mortgage rate less two. 
Since delivery of "vacant possession" is necessary, the 
time elapsing between the start of action to enforce 
security and the acquisition of title to the property 


is a hazard over which the mortgagee has little control. 
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He can be subjected to retarding action by the borrower 
by subsequent encumbrances, by statutory delays designed 
to afford grace to the borrower amd by delays in pursuin 
the action through the courts. Enactment of moratoria 
legislation can prevent the commencement and completion 
of mortgage actions and the effect of any debt adjustmen 
legislation is not covered. Also, the insurance only 
partially covers the legal costs involved. in acquiring 
title and possession, All these factors militate against 
imparting a. high degree of liquidity, to these mortgage 
instruments. 

T23 There have been a few sales of blocks of 
both conventional and insured mortgages from one insurancge 
‘company to another by direct negotiation and a large 
number of sales of insured mortgages by banks to other 
buyers, chiefly pension funds, The successive sale of 
blocks of N.H.A. mortgages by Central Mortgage and 
Housing Corporation at auction is broadening the bank of 
-investors and is helping to create the base from which 
a secondary mortgage market can develop. 

T. 24 In the United States there is a well developed 
"mortgage banking system ", the members of which act as 
originators and servicers for permanent investors in 
-connection with Federal Housing Administration and 
Veterans! Administration insured loans. me eeen anes 
of these specialists facilitates the sale of mortgages 
from one investor to another and increases liquidity 

in this form of investment. These packages of mortgages 
are bought and sold at par or at premiums and discounts 


thus providing yields to investors that vary from the 
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stated interest’ rate, similar ‘to that’ which occurs in 

the bond market. This too creates a higher degree of 
responsiveness to changing interest rate levels. 

Fie The.volume: of mortgage credit in the housing 
fields forthcoming from sources of private savings will 
vary in relation. to the’: condition of the housing market. 
Emphasis on residential construction for the sake of its 
contribution to the total of capital investment in the 
economy will undoubtedly lead to periods when supply 
outruns demand. In many areas today, for example, there 
would appear to be significant vacancy ratios and some 
unsold» houses. Such* periods of indigestion lead’ to a 
diminished supply of mortgage credit, 

Pi26 Le. There have been suggestions over the years 
that N.H,A. mortgage insurance be made to apply to loans 
on existing houses. It is said that this would broaden 
the market for new houses and bring about a more economic 
use of existing space by allowing older occupants of larger 
houses to acquire other and smaller houses more in line 
with their reduced space requirements. It would also 

to some degree reduce the demand for second mortgage 
money wien 8 large bonuses, high interest rates and 
other charges. On the other hand, the extension of N.H.A 
insured loans to existing houses would not necessarily 
ensure that more new houses would be built. In fact, 

it could make less money available from private sources 
to finance new houses and thus might require more federal 
funds rather than less to maintain any desired volume of 
new house construction. Also, it would have the effect o 


monetizing or making liquid a large volume of past saving 
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and appreciation in values from recent inflationary 

price rises and there is little or no guarantee that 

such savings would be directed into equity in other housinhg. 
Much. of it could find its way into current expenditure 
and thus result in ‘a large volume of dissaving. Further 
liberalization of mortgage terms on existing housing 
would likely operate’ to’ raise the price of those existing 
houses, 

eeak If such a course were to be adopted, in order 
to avoid abuses and to confine it to "housing" in the tru 
sense of the word, it would be essential that the 
‘legislation limit the availability of the insured mortga 
‘loan on existing houses to the bona fide purchaser of a 
single house’ who intends to reside in it: The lending 
valle} too, must -recognize fully the age of the house, 
its location, its physical condition and its remaining 
economic -Life?. “These factors should lead to the 
consideration of a maximum loan, of not more than. 80 


per cent, and to shorter amortization periods. 


REAL ESTATE MARKET 


7.28 The life insurance companies, while not larg 
factors in the real estate market, believe that in 
Canada it is reasonably well developed through existing 
realtors and real estate boards. Acquisition and sale 
of real properties does not present. any particular 


problems, 
PARTICIPATION IN THE UNDERWRITING FIELD 


7 29 The Association believes that the primary 
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role.of the life insurance companies: in the capital 
market is that of investors.:. That does not mean to say, 
however, that it may not be appropriate for them on 
occasion to extend into the field of underwriting 
securities jointly with investment dealers for subsequen 
distribution... In the British market, for example, the 


Life. insurance, companies are active in:this capacity. 
DIRECT PLACEMENTS 


‘be d@ Essentially, any .financing,which does .not 
involve,.a,public, offering-or distribution. may.-be considen- 
ed.to.be directly placed. This applies particularly to 
@mrporate debt issues which are sold through negotiation 
directly.to one-investor. or a;small.group of,...investors 

in a non-public sale. 

te 34 This..method of placement has. been more widel 
used in the United States than in Canada. A survey of 

28, United States life insurance companies that account 

for 85 per cent of the corporate bond holdings of all 
United States life insurance companies shows that in eac 
year since 1950 90 per cent of corporate bonds acquired 
have been,by .way of direct. placements... At. the: end of 

1960 74 per cent of corporate bonds held were classified 
as direct placements. 

hebe No corresponding data are available for Canada 
but it appears unlikely that anything more than one-thir 
of life insurance companies! purchases of Canadian 
corporate bonds have been directly placed during the 
1950's. 


F wld One reason why the level of so-called direct 


. : L 1 cal . © 
: 4 OSNDIAND WEL 

¢ @ tas a 
Ah > 


okaeamaan Af 


s 


5 , #9) ‘ae i 
istiqso end nt aelasqmoo sonsivent etif, ay 
lesa ot-asem tom egeob denT-').etodasvat to Jedd et toliem 

7 


yal evor fo medt rotsetstugoigqs sd don ysm gi dads) vievewod Ie 


/ 


 gnidiawirebay to blot edt-otat bretxe ot wolasooo | 


} 


ih 
‘hess 


trevpoadue tot avefseb dnomtasviak diiw yltatoh. asitiiavosa 


edt ,elqmsxs tot. ,todism daltixd edd al ..moitudtuatetb 


e¥tiosgso aidd afl evitsos sig aeitasqmoo sonsivent: stil 


“I Jou aoob Aokdw gaionsart yas vilebsnesad 9 5 O8.Y 


“an ~Nwebtanoo-ed ysm noitudtisgeatb io gniretto olfdugq-s eviovat 
. , 


} od YLlousivofiasq eeifqqs atAT .«bsoslq yldoertk£b sd)otube 
nolistiogen Aguordd bLloe sexs dotdw asueek tdeb stsieqia@ 
gtioseeyatirte quoig lisma s 10 totasvat eno ot yltoorkb 
»elsea ofldugq-non sat fe 

lebiw esxom need esa jinicenaie to borden afaT (Léa 
to yovaue A. .sbsas0 ak nsdd, gotste. bed taU> edt. al beau ct 


tnvyooos tedt geinsqmoo sonswant elll eetsde bedi 8s 


iis to agntbfLod bnod ststegroe. odd to dango 1sq @8 10% ler 


ae oss af gsdd awore eetnsqmoo sonsivant elfl aetssa bedtau 

‘_ beilupos abriod etsioqioo to tneo 19q OC O@Ol senta rsey | 
43 . i 

an: 


to bae eit JA .admsmeontq toentb° to yew vd need svsed 
| beliteaslo ersw blend abtiod sistogioo to ¢aeo req KY Oder 
.etcemeosiq tosnib es 
a spsisY tot eldslisvs eis sisbh antbaoqesti0o of - Sea7 
| butdd~ohe redid stom agaiddvwas seat yfloniinu arseqqs di dud 

nstbsensd to asasdoig 'eotnaqmoo sonsivank etkl to 
eit gniuub beoslg ihdnedke teed eved absnod ojstoqios | 8 


68 'OAQL pes 


|toexkb belleo+o0a> to Level eds yw noaset of0 


ee.y 
| | RW 
Bh ie ; i wy ie 


Nethercut & Young 


Terente, Ontario 


A159 


1 placements is so much higher in the United States stems 
2 from the effect of the Securities Act of 1933. The 

3 requirement of this Act that public issues be registered 
4 with all the attendant costs and delays involved in 

SS) registration is a strong inducement to finance by way 


6 of direct sale. That direct sales have no reached simila 


7 proportions in Canada is no doubt due in part to fewer 
8 and less onerous regulations and in part to the fact 
9 that many of the Canadian life insurance companies appea 


10 to trade more extensively than their United States 


11 counterparts, thus affording some preference for public 
12 issues. 
13 TBH ' There are savings through direct placement 


14 in the cost of financing to the borrower, particularly 
15 in the case of smaller issues and smaller companies. 


16 There is also considerable flexibility in setting the 


17 terms of borrowing. Direct placements can be tailored 


18 to individual requirements and subsequently changed much 
19 more easily, if circumstances so require. Such issues 
20 often require much less time in negotiation. Statistica 


21/ information is not made public and the take-down of fund 


22 can be arranged to conform more readily with the require 
23 ments of the borrower. 
28) 7 SST RST On the other hand, the directly placed issue 


25 definitely lacks marketability. As a-result, the interegt 


26 cost to the borrower may be somewhat higher and restrictive 
27 clauses somewhat stiffer. Also, from the borrower's 
28 point of view, if its financial statistics are already 


29 public knowledge, there is frequently some advantage 


genie in having its securities held“by the public generally 
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rather than by a few large investors. 
FULLER FINANCIAL INFORMATION 
faeitela Institutional investors, of course, are 


interested in obtaining on a regular and continuing 
basis the fullest financial information possible. Over 
t.he years, such information concerning, corporations, has 
greatly improved but there is room for further improve- 
ment. ~The Association ,believes,. however, that pressure 
of public opinion rather. than, legislation .should be 
relied.on in the main.to effect this. improvement. 

‘(eal The Association suggests, however, that it 
would be helpful if, the chartered. banks would release 
through the regular weekly Bank of.Canada statement 

a breakdown of "general loans". As a minimum it is 
suggested that ee breakdown should show separately any 
changes in amounts. of loans outstanding for business 
purposes. and for. consumer. credit. 

fe Bows: With regard to government bodies, the amount 
of statistical and financial information made, available 
has also been improving and at present is large and 
comprehensive. Although some gaps continue to exist 

the real problem is that of competent analysis of the 
information available. Here again the Association feels 
that further improvement will come from evolution as 


continuing studies are made, 
RELATIVE POSITION OF THE LIFE INSURANCE COMPANIES 


1 39 The life insurance companies and other 


collectors of savings have always had to compete with 
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the numero s channels of consumer spending such as 
automobiles, television sets, refrigerators, washing 
machines and many other goods and services of a more 
tangible and immediate nature. Savings contracts generally 
have always had to be "sold" and this is particularly 
true”’of life insurance. ~For’*this ‘purpose the’ life 
insurance companies have maintained an active group 

of field representatives. 

7.40 The life insurance companies, of course, 
have been in active competition with the other financial 
intermediaries for the savings dollars. The record show 
that over the years they have developed the largest 
volume of private ‘savings although in the last decade 
-some other financial intermediaries have been growing 

at a faster rate. Available information on the amounts 
of these savings is set out in Table’ 7.a. 

TEAL The life insurance companies have had one 
distinct advantage in that they are the only industry 
empowered to integrate the risk of mortality with the 
accumulation of savings. However, life insurance 
contracts are usually long-term contracts and in the mai 
are expressed in fixed-dollar amounts. Periods of price 
instability and particularly periods of inflation have 
inhibited them in competition for the available savings. 
During such periods the empahsis on the purchase of 

i tg aAeus gee contracts swings away from the plans 
which have a high savings element to those which provide 
the’ higher degree of protection. This slows the flow 

of policyholder saving to’ the companies. At such times, 


contracts providing fixed guarantees lose some of their 
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attraction and a larger proportion of saving is diverted 
to the purchase of equities either directly or through 
mutual funds and investment trusts. 

742 The more recent growth of investment companie 
and mutual: funds is in part attributable to the fear 
engendered by post-war inflation and erosion in the 
purchasing power of the dollar. The same considerations 
have influenced the growth of trusteed and self-administen- 
ed pension Ree as vehicles forthe vaccumulation of 
savings Ae oheh partial or complete investment of such 
funds in equities, at a time when this avenue was closed 
to the life insurance companies. Legislation in 1961, 
however, has enabled the life insurance companies to offer 
this facility through segregated funds. 

T AF Years ago it was deemed desirable to supervise 
life insurance companies in the public interest. This 
supervision has helped to ensure solvency and has enhanced 
their ability to meet their future obligations. With 
regard to pension plans which are not administered by 

life insurance companies, the Association feels that they 
are equally long-term, that their activities and 
particularly their continuing solvency is equally important, 
and that in the public interest such funds should be 
brought under government supervision of a somewhat 

Similar character and purpose ne that of..the life 
insurance companies. With regard to Registered Retirement 
Savings Plans for individuals, Sei 79B of the Income 
Tax Act makes provision for accumulation and the ultimate 
purchase of a life annuity. These,*tobocy are long-term 


contracts,. and the Association believes that in the public 
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interest vehicles through which individual accumulation 
-under "registered" retirement savings plans takes place 
should be the subject of certainiminimum government 
standards of supervision, 

7.44 The conditions which will allow the life 
insurance companies to continue to make a maximum 
contribution toward the accumulation of Savings and 
their constructive employment in the Canadian economy 
are: 

(a) Stability in the purchasing 
Bower toe the dollar and the encouragement 
and preservation of savings. 

(b) An economic climate favourable 
to growth in the economy and a level of 
taxation which does not discourage saving. 

(c) A social and political climate 
favourable to private individual and group 
action in providing for personal financial 
security. 

(ad) A basic floor of security as 
ee by our ability to provide it for 
the aged, widows and orphans, the permanently 
disabled and those temporarily unemployed. 

(e) Consistent protection of property 
rights under law, to ensure stability and 
confidence in financial obligations. 

(f) General freedom and flexibility 
in eee Ss within a minimum of statutory 
limitations to make possible implementation 


of long-term guarantees, 
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(zg) Sound domestic environment within 
which all life insurance companies can 
operate for the benefit of Canadians and 
which also will facilitate effective operation 


of Canadian companies abroad. 


e ie 


»e See es” ee 
F me sin 
co 
a Fe 


» ‘ 


q wud ; : vy 5 aes ¥ ira ao Ae : = 
r - s : 7 

ay 

? 

r 


‘ al 


: ; * = af? wie iF . : m en as 
| 180 getasgmoo sonsiwent etl Lfs dotlwe 8 
) : — 
; wr : he Ws 
bas anstbsasd to titened oft 10l stareqo bison fe 


a 


 mpiteredo evidoetts edsdtitost Litw coals fofdw © 5 | 


-psoids estasgmos astbsaso to 


Nethercut & Young 


Terente, Ontaric 


A.166 


APPENDIX 1 


Member Companies 


The Canadian Life Insurance Officers 
Association 


Canadian 
The Acadia Life Insurance Company 
Aeterna-Life Mutual Assurance Sompany 
Alliance Mutual Life Insurance Company 
British Pacific Life Insurance Company 


The Canada Life Assurance Company 


Canadian Premier Life. Insurance Company 
Canadian reassurance Company 

The Commercial Life Assurance Company of Canada 
Confederation Life Association 


The Continental Life Insurance Company 


Co-operative Life Insurance Company 

The Crown Life Insurance Company 
Desjardins Mutual Life Assurance Company 
The Dominion- Life Assurance doantne : 


The Dominion of Canada General Insurance Company 


The T, Eaton Life Assurance Company 

L' Economie Mutuebie d' Assurance 

The Empire Life diate ec Company 

The Eqiffitable Life Insurance Company of Canada 


The Excelsior Life Insurance Company. 


Fidelity Life Assurance Company 
Global Life Insurance Company 


The Great-West Life Assurance Company 
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The Imperial Life Assurance Company of Canada 


The Industrial Life Insurance Company 


The Laurentide Life Assurance Company 
The Life Insurance Company of Alberta 
The London Life Insurance Company 

The Manufacturers Life Insurance Company 


The Maritime Life Assurance Company 


The Monarch Life Assurance Company 

Montreal Life Insurance Company 

The Mutual Life Assurance Company of Canada 
La Mutuelle-Vie de 1'U.C.C. 


The National Life Assurance Company of Canada 


North American Life Assurance Company 

The Northern Life Assurance Company of Canada 
Les Prevoyants du Canada 

The Provident Assurance Company 


The Quebec Mutual Life Assurance Company 


La Sauvegarde Life Insurance CStipany 
La Solidarite Life kosneiace Company 
The Sovereign Life Assurance Company 
Sun Life Assurance Company of Canada 


La Survivance Mutual Life Assurance Company 


Toronto Mutual Life Insurance Company 

Beery of Commerce Mutual Life Insurance Company 
The Union Life 

The Wawanesa Mutual Life Insurance Company 


The Western Life Assurance Company 
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British 
Commercial Union Assurance Company Limited 
Co-operative Insurance Society Limited 
The London Assurance 
London and Scottish Assurance Corporation, Limited | 


The Mercantile and General Reinsurance Company Limijted 


The Mutual Life and Citizens! Assurance Company Limited 
The Norwich Union Life ihaasiee taconety 

Pearl Assurance Coipanee Limited 

Phoenix Assurance Company Limited 


The Prudential Assurance Company Limited (of England) 


Royal Insurance Company, Limited 
The Standard Life Assurance Company. 


The Victory Insurance Company Limited 


Dutch 


Holland Life Insurance Society Limited 


German 
Concordia Life Insurance Company 


Munich Reinsurance Company 


United States 
‘Aetna Life Insurance Company 
Bankers Life Company 
EaSi ee sauna ats Assurance Company of America 
Connecticut General Life Insurance Company 


Continental Assurance Company 


Cuna Mutual Insurance Society 


The Equitable Life Assurance Society of the U.S. 
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Federal Life and Casualty Company 
Hartford Life Insurance Company 


John Hancock Mutual Life Insurance Company 


The Lincoln National Life Insurance Company 
Loyal Protective Life Insurance Company 
Massachusetts Mutual Life Insurance Company 
Metropolitan Life Insurance Company 


The Ministers Life and.Casualty Union 


The Minnesota Mutual Life Insurance Company 
‘The Mutual Life Insurance ae of New York 
New England Mutual Life Insurance Company 
New York Life Insurance Company 


North American Life and Casualty Company 


North American Reassurance Company 

Occidental Life Insurance Company of California 
Old Republic Life Insurance Company 

Pacific Mutual Life Insurance Company 


The Paul Revere Life Insurance Company 


Presbyterian Ministers' Fund 

Provident Life and Accident Insurance Company 
The Prudential Insurance Company of America 
State Farm Life Insurance Company 


State Mutual Life Assurance Company of America 


The Travelers Insurance Company 
Union Mutual. Life Insuranae Company 
United Benefit Life Insurance Company 


Washington National Insurance Company 
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APPENDIX 2 
Special Committee 


Appointed to Prepare a Submission to the 
Royal Commission on Banking and Finance 


Chairman - Jets Dryden 
North American 


Members - 


Lemmon, Canada 

Bower, Great-West 
Poyrnt ayelmperitat 

Brock, Industrial 

Reid, London 

Holmes, Manufacturers 
Berry, Metropolitan 
Rieder, Mutual of.Canada 
Rhind, National 

Wilson, Prudential of.America 
. Westwater, Standard 

. Alexander, Sun 
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secretary - Be 
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Officers of the Association 


1962-63 
President - E.A. Rieder, The Mutual Life Assurance 
Company of Canada 
heirs co Vice 
President - B.T. Holmes, Confederation Life 


Association 


pecond Vice 
President - H.L. Sharpe, The Northern Life 
Assurance Company of Canada 


Honorary 
Treasurer - M.K. Kenny, The Excelsior Life Insurance 
Company 


Past President - J.T. Bryden, North American Life 
Assurance Company 


402 Bay Street John As Tuck; 41Q50%;5 
Toronto, Canada Managing Director & General 
Counsel. 
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APPENDIX 3 
Note re Tables 4.a and 4.b on Estimated Life Insurance 
Saving in Canada 
ihe original concept of life insurance saving 
was developed by Simon A, Goldberg, Assistant Dominion 
Statistician, in his doctoral thesis for Harvard 
University. Basically, life insurance saving is defined 
as receipts in Canada minus disbursements in Canada, 
For details, see the publication of the Dominion Bureau 
of Statistics entitled "National Accounts, Income and 
Expenditure, Preliminary, 1949", page 13 et seq. 

The series for 1954 - 1960 has been calculated 
by The Canadian Life Insurance Officers Association 
largely on Dr. Goldberg's model. 

Certain calculations involve arbitrary 
breakdowns: - 

For Canadian federally-registered companies: 
The following methods are used to estimate 
in-Canada figures where no actual figures are available: 

(1) Considerations for settlement 
annuities are split’ on the ratio of settlement 
annuities effected in Canada to total settle- 
ment annuities effected. 

(2)° Deposits left with the companies 
yade split on the mean of (a) the ratio of 
dividends left on deposit in Canada to total 
dividends left on deposit and (b) the ratio 

of the liability for accumulated amounts on 

deposits in Canada to the liability for total 


amounts on deposit. 
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(3) Investment income and expenses 
are split on the ratio of actuarial reserves 
in Canada to total actuarial reserves, 

(4) Payments under settlement annuities 
are split on the ratio of settlement annuities 
in force in Canada to total settlement annuitids 
in force. 

(5) ‘Staff welfare expenses are split 
on the actuarial reserve ratio (see 3). Other 
expenses are split on the ratio of sales and 
business in force in Canada to total sales 
and business in force with sales weighted 
ten-fold. 

For Provincial companies: 

Expenses are calculated as a fixed percentage 
of premium income. This percentage is based on a 
detailed analysis of the 1958 operations of 11 provincia 
companies, 

For Non-Canadian companies: 

An arbitrary 10 per cent is added to expenses 
reported in respect of Canadian operations as "head 
office expense" on the following ground: The companies! 
Canadian, annual statements do not include some or all 
head office expenses but the premiums charged in Canada 
presumably do. Therefore, it is argued, the saving of 
Canadian policyholders would be over-stated if an 
allowance for these head office expenses were not made. 
No reverse allowance is made in respect of the business 


outside Canada of the Canadian companies. 
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